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HEARING ON 

THE ENRON COLLAPSE AND 

IT’S IMPLICATIONS FOR WORKER RETIREMENT SECURITY 


Wednesday, February 6, 2002 


Committee on Education and the Workforce 
U.S. House of Representatives 
Washington, D.C. 


The Committee met, pursuant to notice, at 10:20 a.m., in Room 2175, Rayburn House 
Office Building, Hon. John A. Boehner, Chairman of the Committee, presiding. 

Present: Representatives Boehner, Petri, Ballenger, Hoekstra, McKeon, Castle, Johnson, 
Greenwood, Souder, Upton, Hilleary, Ehlers, Fletcher, DeMint, Isakson, Goodlatte, Biggert, Platts, 
Tiberi, Keller, Osborne, Culberson, Miller, Owens, Payne, Mink, Andrews, Roemer, Scott, Rivers, 
McCarthy, Tierney, Kind, Sanchez, Ford, Kucinich, Wu, Holt, Solis, Davis, and McCollum. 

Staff present: David Connolly, Jr., Professional Staff Member; Christine Roth, Professional 
Staff Member; Dave Thomas, Legislative Assistant; Paula Nowakowski, Staff Director; George 
Canty, Counselor to the Chairman; Ed Gilroy, Director of Workforce Policy; Victoria Lipnic, 
Workforce Policy Counsel; Allison Dembeck, Executive Assistant; Stephen Settle, Professional 
Staff Member; Molly McLaughlin Salmi, Professional Staff Member; Dave Schnittger, 
Communications Director; Kevin Smith, Senior Communications Counselor; Heather Valentine, 
Press Secretary; Maria Miller, Communications Coordinator; Jo-Marie St. Martin, General 



2 


Counsel; Linda Stevens, Chief Clerk/Assistant to the General Counsel; Patrick Lyden, Professional 
Staff Member; Deborah L. Samantar, Committee Clerk/Intcm Coordinator. 

Mark Zuckerman, Minority General Counsel; Cheryl Johnson, Minority Counsel; Michele 
Vamhagen, Minority Labor Counsel/Coordinator; Peter Rutledge, Minority Senior Legislative 
Associate/Labor; Ann Owens, Minority Clerk; Camille Donald, Minority Legislative 
Associate/Labor; Dan Rawlins, Minority Staff Assistant/Labor; and, Joe Novotny, Minority Staff 
Assistant/Education. 

Chairman Boehner. A quorum being present, the Committee on Education and the Workforce 
will come to order. Good morning, everyone. We're meeting today to hear testimony on the 
collapse of Enron and its implications for worker retirement security. 

I would like to welcome our witness today, the Honorable Elaine Chao, Secretary of Labor. 
It is an honor to have you with us once again. This is the second time that Ms. Chao has appeared 
before our Committee since becoming Secretary, and I'd like to thank her for coming here today to 
discuss this important and timely matter. 

Let me also extend a warm welcome to my colleague and Ranking Member, Mr. Miller, and 
to all my colleagues on the Committee. I want to thank Mr. Miller for his cooperation in helping to 
put this hearing and tomorrow's hearing together, and thank all of my colleagues for what I thought 
was a very successful first year under new management, if you will, on both sides of the aisle in the 
Committee last year. 

I think you all know that, under Committee Rule 12(b), opening statements are limited to 
the Chairman and Ranking Minority Member of the Committee. Therefore, if other Members have 
statements, they will be included in the record, and without objection, so ordered. 


OPENING STATEMENT OF CHAIRMAN JOHN A. BOEHNER, 
COMMITTEE ON EDUCATION AND THE WORKFORCE 

Late last year, thousands of working Americans employed by Enron Corporation watched 
helplessly as their company collapsed, and tragically, their retirement savings were lost with it. 
Longtime, loyal Enron workers who had saved for years and placed their trust in the company's 
40 1 (k) plan saw their dream of a safe, secure retirement vanish, almost overnight. 

Across our country, millions of hard-working Americans are asking anxiously: "Could this 
happen to me? What actions are the Bush Administration and Congress prepared to take to ensure 
that it doesn't happen to me? Why did thousands of employees who had saved all their lives for a 
safe and secure nest egg see their retirement savings evaporate as the company unraveled?” We 
also have the responsibility of asking to what extent did outdated federal pension laws contribute to 
Enron's fall and the fate of its workers' 40 1 (k) plan? 


Today we begin the process of asking all of those questions. As our Committee begins 
hearings this week into the Enron collapse, we do so with a firm commitment to identify further 
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reforms that promote security, education, and freedom for employees who have saved all of their 
lives for a secure retirement. 

Last week, President Bush sent a clear message to Congress that he was committed to 
addressing the Enron tragedy by calling for new safeguards to help workers preserve and enhance 
their retirement savings. The President followed up his State of the Union speech on Friday by 
announcing his proposal to restore Americans' confidence in the security of their pension plans. 

The President’s recommendations include: providing workers greater freedom to diversify 
and manage their own retirement funds; ensuring that senior corporate executives arc held to the 
same restrictions as average American workers during so-called blackout periods; giving workers 
quarterly information about their investments; and expanding workers' access to investment advice. 
We look forward to Secretary Chao telling us more today about the President's pension reform 
proposal, as well as the Department of Labor's role in overseeing pension plans and its Enron 
investigation. 

While the ongoing investigations by the Bush administration and Congress will reveal the 
extent to which Enron's employees may have been victims of criminal wrongdoing or neglect, it is 
already evident that Enron's employees are the victims of an outdated federal law that continues to 
needlessly deny the rank-and-file workers access to quality investment advice. 

Media reports have indicated that there were several windows of opportunity before and 
after the blackout of the Enron 40 1 (k) plan that employees had to sell their company stock and 
diversify their retirement savings. This tells us that some of Enron's employees could have 
preserved their retirement savings if they had access to a professional advisor who would have 
warned them in advance that they should diversify their portfolio. 

Last November, the House took the first step toward giving rank-and-file workers the same 
access to professional investment advice that wealthy employees and executives have by passing 
the Retirement Security Advice Act. I'm very pleased that President Bush and other members of 
the Administration have embraced this bipartisan bill. My hope is that the Senate will quickly 
follow suit in the same bipartisan spirit so that President Bush can sign this legislation into law on 
behalf of American workers. 

Investment advice is likely only one part of a broader legislative exchange needed to 
prevent another Enron tragedy. The Enron collapse has provided tragic confirmation of the need 
for modernization of America's pension laws, a problem Congress must now confront with a new 
urgency. American workers deserve the security of knowing there will be no more Enrons and the 
freedom to continue to capitalize on the opportunities to save and invest. We need to ensure that 
American workers are fully protected and fully prepared with the tools they need to protect and 
enhance their retirement savings. 

I would now like to yield to my friend and distinguished colleague from California, Mr. 

Miller. 
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WRITTEN OPENING STATEMENT OF CHAIRMAN JOHN A. BOEHNER, COMMITTEE ON 
EDUCATION AND THE WORKFORCE - SEE APPENDIX A 


OPENING STATEMENT OF RANKING MEMBER GEORGE MILLER, 
COMMITTEE ON EDUCATION AND THE WORKFORCE 

Thank you, Mr. Chairman, and thank you very much for convening this hearing. Madame 
Secretary, thank you for joining us this morning, and we look forward to your testimony. 

The story of Enron is a scandal and a tragedy of enormous proportions. It is a story of high- 
ranking company officials whose arrogance and desire for personal aggrandizement overwhelmed 
their sense of responsibility to their company, to their employees, to their shareholders, and to the 
law. The Enron scheme did not simply result in the bankruptcy of what was once listed as the 
seventh-largest corporation on the Fortune 500 list. It was a scheme that devoured the retirement 
nest eggs of thousands of hard-working men and women. 

The spectacle of company executives hiding the abysmal financial condition of Enron on 
one hand, while cashing out company stock and exercising options on the other, is an audacious 
assault on our pension plans and security laws. It offends our sense of fairness and clearly offends 
our sense of justice. 

When we dig a little deeper, we see that Enron used the expansion of the 1 990s to trim 
employees' pensions and benefits while increasing the benefits of their executives. Immediately, 
they started a process of having a two-tier system within the company. Those same executives got 
bailed out with golden parachutes and stock options while workers were locked into imploding, 
worthless stock. 

In addition to the employees who lost their 40 1 ( k) retirement, scores of rank-and-file 
employees took permanent cuts in their pension plans because the company offset their benefits 
based on inflated and now worthless stock contributions in the company's ESOP plan. We also 
have learned how Enron had specific provisions that limited the employees' access to employer 
contributions in stock, even though they had invested in their own retirement 40 1 (k) plan, until 
they reached the age of 50. 

As Enron demonstrates, a worker's retirement savings can quickly become vulnerable if 
there are not adequate employee rights and protections. Clearly today, the outdated pension rules 
are putting employee nest eggs at risk. 

As we see from the chart over here to the right, Enron is not the only company that has 
substantial financial assets of company stock vested in their employees' 40 1 (k) plans. If you read 
this chart that was produced by the Congressional Research Service, you'll see Procter & Gamble at 
94 percent and Sherwin Williams at 91. These have all become too familiar for us. We also notice 
that, in many instances, these plans have restrictions on the ability of vested employees to move 
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financial assets that have been contributed by the employer. 

Enron is symptomatic of something larger than just the question of people's retirements and 
the security of their retirement plans. It also indicates the vulnerability of workers in today's world. 
As the minimum wage continues to fall behind the cost of living and as workers find themselves 
losing their jobs, they become more and more vulnerable by not having health insurance, not being 
able to afford the COBRA payments, and finding out that they now must invade their retirement 
plans. 


If their retirement plans are worth anything, they are invading them now to try to pay the 
mortgage and save their house. They're paying a penalty if they do that. You’re given an incentive 
if you make a savings plan to buy a house, but if you save a house, you pay a penalty. They're 
invading their pension plans so they can make their COBRA payments. They're invading their 
pension plans so they can save their cars so they can try and find work. 

So pension plans are under assault because of workers' insecurity in the workplace overall. 

I think that this Committee has an obligation to address the needs of the 38 million Americans 
without health insurance, the needs of the hundreds of thousands of Americans that have exhausted 
their unemployment benefits, and the needs of workers who, in many instances, were working at 
the lower levels of the economy and have no other resources to address these concerns. 

More importantly, this hearing is about fundamental change. It's about fundamental justice. 
It's about fundamental fairness. It's about fundamental equity. The President said, and this nation 
agreed, that on September 1 1th everything changed for America, certainly with respect to its 
national security. On October 1 6th, when Enron changed its financial picture, everything changed 
for retirees in America with respect to their financial security. We must be willing to investigate 
each and every underlying law, underlying protection and relationship in this situation. 

I'm sure that my colleagues, who have been visited by people on the street, or when 
shopping in a store, if not asked about Enron, then were asked about 401(k)s. They're asking you 
about the security of their retirement. We have a national crisis. We have a national crisis of 
confidence. We have told small investors the miracle of the 40 1 (k) plan was that if they invested 
for the long term, if they had the faith in the markets, if they started early, they could end up with 
$1 million or more as a retirement nest egg. They were told to be diligent: “Don't just buy a stock, 
look at the 10-K statement, look at what the auditors say.” Now we find out that the auditors were 
in on the gig. The auditors were in on the gig because they were financially compromised, and so 
they were part of cooking the books. 

So where does a small investor go now? The small investor goes to an investment advisor. 
We now find out that the investment advisors are in on the gig, because the investment house was 
looking for fees, looking for commissions, looking for partnerships with Enron and other 
corporations. Where does a small investor go now with confidence about their retirement? Where 
do the people who are 50 to 55 years old, who lost their entire nest egg at Enron go to rebuild their 
financial security, their plans for the future, their retirement years? Where do they go? In the 
current system, they have no place to turn, because the system is not on the level. The system is 
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dramatically compromised by financial conflicts of interest, by fraud, by deceit, by deception. 

It is the role of government to once again level the playing field, protect the consumer, 
make sure that people who engage in criminal activity go to jail, maybe and hopefully as an 
example. Because as we have seen with the Andersen Company, they're fully prepared to settle for 
hundreds of millions of dollars when they've been found doing wrong. They've been the subjects 
of the largest fines in SEC history, and they continued the practice at Enron and God knows where 
else. So apparently, it's time that people take responsibility and face the idea of the jail door 
slamming behind them. 

But at this moment, the small investor, the person protecting their retirement, has no place 
to turn. Hopefully, this Congress, this Committee, this Administration will understand the nature 
of this crisis that we're suffering across the country. 

This isn't just coming from George Miller. This is coming from some of the most 
conservative Wall Street analysts in this country, and we see it every day as it plays out, as 
companies try to readjust the false images that they presented to the American public, to their 
investors, to the shareholders, to their employees. 

We now see people who were selling their stock a couple of weeks ago buying it back as an 
act of faith. Give me a break. Give me a break. People two weeks ago sold $ 1 00 million worth of 
stock and they bought back $ 1 7 million last week as an act of faith to show the investors that they 
really had confidence in their company. 

Now, we have a lot of work to do, ladies and gentlemen. This Administration has a lot of 
work to do, and we cannot fail in this, because we have told millions of Americans that this is their 
road to retirement security. We've just hit a huge, huge bump in the road that threatens each and 
every one's retirement plans. 


Chairman Boehner. Let me thank my colleague, and before the Secretary begins her testimony, 
remind Members that we will allow five minutes for questions once the Secretary has finished her 
testimony. 

For the benefit of the Members and the Secretary, we do expect several votes at about 
1 1 o'clock, and for the benefit of the Members, you should know the Secretary has given us a two- 
hour time frame. At about 12:15, the Secretary is going to have to go. So I would encourage all 
Members in their questioning to try to tighten it up and allow this process to move forward. 

With that, we want to thank the Secretary for being here, welcome you back again, and 
allow you to share your testimony with us. 


STATEMENT OF THE HONORABLE ELAINE L. CHAO, SECRETARY, 
UNITED STATES DEPARTMENT OF LABOR, WASHINGTON, D.C. 



7 


Good morning. Chairman Boehner, Ranking Member Miller, and Members of the 
Committee. I appreciate very much the opportunity to appear before this Committee to discuss the 
President's plan to protect workers' retirement security. 

As you may have heard, 42 million Americans have 401(k) accounts through their 
employers, owning a total of about $2 trillion in assets. These aren't just statistics. In fact, they 
represent the hopes and the aspirations of millions of Americans for a secure and decent retirement. 

In a few weeks' time, thanks to the work of the Members of this Committee, we will 
convene the Saver Summit. This unique event is dedicated to the premise that Americans should 
be encouraged to save and to plan for their own future. I think we all agree that the best incentive 
to save that we can offer is to protect the security of these savings, whether they're held in a 40 1 (k) 
program or a company or a union pension plan. 

The President's plan will help those who are saving for retirement by giving workers more 
choice, confidence, and control over their retirement plans: choice, in terms of how they invest 
their retirement savings in ways that work best for them and their families; confidence in their 
investment that comes from investment decisions that are derived from getting reliable and 
professional financial assistance; and the same degree of control over their investments that any 
other worker in the organization receives, from the top floor to the shop floor. 

The first principle of the President's plan is expanding Americans' freedom of choice over 
their retirement investments. Over the last 20 years, there has been a revolution in the way that 
people plan and save for retirement. The 401(k) plan has helped to make America a nation of 
investors. Workers at every income level are being empowered to make their own decisions about 
their financial futures based on their families' needs and goals. That increase in freedom has opened 
up the potential for a better quality of life for millions of Americans, but like every other increase 
in freedom, it has also introduced new risks. 

Recent corporate bankruptcies have revealed the need for stronger safeguards to protect 
workers. We believe that one important way to reduce these risks is to give workers even more 
freedom, not less, more choice, not less. That is why the President's plan will give workers a right 
that the employees of Enron did not have, and that is the right to sell company stock contributed by 
an employer to their 40 1 (k) after a three-year period. 

For most individual investors, diversification is the key to reducing risk over the long term, 
and the President's proposal will give workers the right to make that choice. We need to remember, 
it is their money. They earned it. They sacrificed to save it. They should have the right to decide 
how to invest it. For that same reason, freedom of choice also means that Washington should not 
be allowed to set arbitrary limits on how much company stock a worker can hold. While it may be 
tempting to go down this road in the wake of recent business failures, this would actually take away 
from workers the right to choose, which they deserve. Arbitrary limits on workers' investment 
choices would not be progress. It would be turning back the clock. 

Our modem economy is far from being perfect, but one of the wonders of the American 
system is that an administrative assistant from Microsoft or Home Depot or General Electric can 



become a millionaire by working hard, sticking with their company and investing in it, and having 
a good investment strategy. 

Now, of course, we all know that Enron did not turn out like a Microsoft or a Home Depot 
or General Electric, but one thing that our country stands for is the belief that individual Americans 
should have the right and the freedom to make their own financial choices based on what's best for 
them and their families. This is the core of what the entire world calls the American dream. 
Restricting workers' choices won't necessarily make their investments safer. It will just reduce the 
freedom that workers have to shape their own financial futures. 

At the same time, choice, by itself, will not ensure the security of workers' retirement 
savings, either. People need to have confidence in the decisions that they will make about their 
investments, and that comes from getting reliable investment assistance and accurate financial 
information. That's why our plan and the President's plan incorporates Chairman Bochner's 
Retirement Security Advice Act, which passed the House with an overwhelming bipartisan 
majority. 

[Secretary Chao. Mr. Chairman, I hope that you won't mind that we borrowed your fine work in 
this regard? 

Chairman Boehner. You're more than welcome to use it all you'd like.] 

As this Committee knows, these provisions would encourage employers to make investment 
assistance available to their employees by giving them access to professional financial advisors. On 
this point, I think we should also make several others, and let me make them. I think we need to 
make two important reality checks. 

First, the last year or so has been tough sledding for the average individual investor. 

Second, most people simply don't have the time or the inclination to become experts on managing 
financial portfolios, even their own. They have jobs to do, children to take care of, school activities 
to support, and of course, bills to pay, among their very many other activities. Especially in these 
less certain economic times, people are in desperate need of help as they chart a retirement strategy 
that fits their unique circumstances and goals. 

In the same way that we provide retirement benefits through employers, we believe that it is 
possible to provide retirement financial assistance through employers in a way that safeguards the 
workers who receive these benefits. Just as ERISA currently provides, we would require 
investment advisors to act solely in the interest of the employees, their clients, and we will go after 
anyone who violates this vital and sacred trust. 

Advisors should also be required to disclose any conflicts of interest that they may have and 
any fees that they may earn in recommending particular investments. Employers themselves would 
be responsible for choosing an appropriate investment advisor and monitoring the program on 
behalf of their employees. 

Our department, the Department of Labor, is committed to expanding our outreach efforts 
to let workers know what their rights are, what information they should be getting, and how to raise 
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concerns about self-dealing by financial advisors. With these safeguards, we can give workers the 
confidence that they need to make good investment decisions and build a secure retirement. After 
all, why should only the CEOs get good financial advice? 

Finally, workers need to have the assurance of control over their retirement savings, 
regardless whether they are a senior executive or a rank-and-file worker. They need to have ample 
opportunity to make investment changes before a blackout period occurs. They must be guaranteed 
that their employers will be held to the highest standards of conduct and that employers will 
prudently act solely in their interest during a blackout period. Workers should be assured that 
everyone in the organization, from the CEO on down, would have to abide by the same set of 
restrictions. 

The President's plan will achieve this, by requiring that workers be notified a full 30 days in 
advance that a blackout period is going to occur. Our proposal will also prevent corporate officers 
from selling or purchasing any company stock while workers are prohibited from trading in their 
401(k) plans during a blackout period, so there would be pension parity. We will also amend 
ERISA to clarify in no uncertain terms the fiduciary responsibilities and accountability of 
employers during blackout periods. 

Taken together, these measures proposed by the President will give workers the choice, the 
confidence, and the control that they need, that they have a right to, to protect their savings and 
plan for a decent retirement: the choice to make their own decisions; the confidence that comes 
from good information and accountability; and a level playing field that gives workers control over 
their retirement savings. As the President said in his State of the Union address, a good job should 
lead to security in retirement. We know. At the Department of Labor, retirement security is our 
specialty and our mission. 

In the year 2001 alone, last year, we conducted nearly 4,000 employee benefit 
investigations, obtained 76 indictments and 49 convictions, and recovered $662 million on behalf 
of aggrieved beneficiaries, employees. We were on the ground investigating Enron before it even 
declared bankruptcy, and we are doing everything we can to help these workers, and that is my 
personal commitment. 

Whatever kind of retirement plan an employee may have, whether it be a 40 1 (k) or a 
corporate or a union pension plan, our goal is to protect all hard-working Americans, from the 
cubicles of Palo Alto to the shop floors of Detroit, so that employees and workers can look to their 
retirement with confidence and with hope. 

Thank you very much for giving me the opportunity to address this very important subject 
today. We look forward to working with Chairman Boehncr and this Committee to ensure greater 
retirement security for all Americans. 

I would be pleased now to answer any questions. 
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WRITTEN STATEMENT OF THE HONORABLE ELAINE L. CHAO, SECRETARY, UNITED 
STATES DEPARTMENT OF LABOR, WASHINGTON, D.C. - SEE APPENDIX B 


Chairman Boehner. Thank you, Madame Secretary, for your willingness to come today, and for 
sharing your testimony with us. 

Mr. Ford. Mr. Chairman, can I ask for a point of personal privilege, sir? Obviously, the Chair is 
able to recognize a former presidential candidate and great advocate, Rev. Jesse Jackson, who is in 
the audience. 

I appreciate the time, Mr. Chairman. 

Chairman Boehner. Thank you, Mr. Ford. 

We all know that when it comes to making changes in our retirement and pension laws, that 
we have to tread carefully, that we want to do more good than harm. As we begin our discussions 
on this subject, I was hoping that you might be able to share with us some areas that the President's 
task force looked at, but decided not to proceed with, or decided to tread carefully with. Are there 
issues such as this that the task force decided to proceed with care on? 

Secretary Chao. As some of you may know, the President has appointed two Cabinet-level task 
forces. The task force that I am on deals with pension reform. The Secretary of the Treasury and 
the Secretary of Commerce are on it, as well. Our task is to deal with pension reform. This is an 
issue that my department has been working on for quite a while. It is a personal commitment of 
mine to look into pension retirement security. 

So last fall, before any of this occurred, I had already asked my team to begin to review the 
ERISA laws and rules and regulations to see how we can improve them, and also to review them 
for efficacy, obviously, and for responsiveness. So when the Enron situation developed, we were 
already on top of the situation, as I mentioned. We don't usually disclose the investigations, but 
because of the intense media questions, we did confirm on December 5th that on November 1 6th 
we opened up an investigation, and that was in advance of the company's bankruptcy. 

There is a second task force that deals with governance and with accountability, and the 
President has asked the Secretary of the Treasury, the Chairman of the Federal Reserve, and several 
others to take a look at those issues. 

We acted in a very, very prompt and responsive fashion, and there was agreement that 
workers needed to have freedom and flexibility to decide their own financial futures. We had 
considered some other issues of accountability and auditing, for example, but that rightly belongs 
to the second task force. I understand they are coming up with their recommendations shortly. 

I think everyone understands the need for speedy action to not only protect workers who 
have already been hurt, but to think about future situations, so that we can ensure future retirement 
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security, as well. 

Chairman Boehner. There are a number of bills that have been introduced in response to the 
Enron collapse, and one of the features of several of these bills would be to place a restriction on 
the amount of company stock that was in a 40 1 (k), either contributed by the company or purchased 
by the employee. As I read through the President's proposal, there is no recommendation for a cap. 

Ms. Chao, why isn't there a cap? 

If Mr. Miller's chart could be put back up, we may want to reference it. 

Secretary Chao. This goes back to your previous question, and actually, we did consider the cap. 
We obviously wanted to protect workers, and we considered a lot of possibilities. The question of 
the cap actually is that we wanted to give workers the freedom and the right to decide their own 
financial futures, because this, after all, is their money. It's not the government's money. 

Workers need and should have the right to determine how they want to invest their own 
monies. Again, this is their money. They saved it. They made sacrifices along the way to make 
those savings, and they should have the right to determine how they want to make their investment 
decisions. 

Chairman Boehner. Madame Secretary, let me just say that I applaud the task force and the 
President for not putting a cap on the amount of company stock that can be in a 40 1 (k) and thereby 
limiting employees' ability to maximize their retirement security. 

I would just point out on the chart as supplied by my good friend Mr. Miller, there are two 
companies on this chart that I have very close knowledge of. Procter & Gamble and the Kroger 
Company are both located and headquartered in Cincinnati, Ohio. I have literally thousands of 
constituents employed in both of those companies that live in my district. 

I can tell you that they're both on this list because, in Procter & Gamble's case, 94 percent 
of the plan assets are in company stock. For the Kroger Company, the amount is about 65 percent 
of the total assets of their plan in company stock. Generations of employees at Kroger, and 
generations of employees at Procter & Gamble have done very well investing in their stock. 

If I were their investment advisor, I might suggest to them that they not have as high a 
percentage of company stock as a proportion of their overall portfolio. I think with the investment 
advice bill that we've already passed, they would get the same kind of advice from the private 
sector. 


But how can we, the government, deny people the right to make that choice themselves, 
especially when, in those two companies' cases, generations, not just over the last five or ten years, 
but generations of workers have done very, very well? 

Secretary Chao. I think it goes back to your point Mr. Chairman that we do indeed want to ensure 
a worker's right to make their own financial and investment decisions. Where we can be of help is 
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to provide assistance with professional financial advice. 

Your bill provides for employees to hire financial advisors that would be made available to 
employees, with the caveat that these financial advisors must act in the best interests of the 
employees, that they disclose any conflicts of interest, and that they disclose any fees that they will 
receive from any such investments. 

Chairman Boehner. 1 hate to correct the Secretary, but the financial advisors would be required to 
act solely in the interest of the employee. Not just in the best interest, but solely in the interest of 
the employee. 

My time has more than expired. Let me yield to my colleague from California, Mr. Miller. 
Mr. Miller. Thank you, Mr. Chairman. 

Madame Secretary first, let me just welcome Rev. Jackson. Thank you very much for being 
here at our hearing, and thank you for bringing the workers to Washington last week, and for your 
participation in this effort. I understand there are a number of workers in the audience today. 

Madame Secretary, I'm delighted to hear you say that it's the workers' money and you don't 
think there should be a cap. In my bill, I do not have a cap, because I think workers ought to make 
this determination. It's not the government's money. 

Well, let me tell you something else. It's not the company's money. 

Secretary Chao. I totally agree with you on that. 

Mr. Miller. Well, then, why do you let the company dictate what I can do with my money for three 
years? 

Secretary Chao. I think we did discuss other timetables as well, and we wanted to make sure that 
there was a balance between employer and employee interests. We did not want to discourage 
employers from making matching corporate contributions. 

Mr. Miller. I appreciate that. Now, may I interrupt you? 

That balance, I think, is very important. 

Secretary Chao. Yes. 

Mr. Miller. The President said the other day, “Good for the captain, good for the sailor." 

Secretary Chao. Yes. 

Mr. Miller. But the fact of the matter is the executives were selling stock all this time. This talks 
about stability. You need three years' control of people's money for stability. They were bailing 
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out of this company. Even people with fiduciary responsibilities were bailing out of this company 
because they had stock options, not retirement. 

Secretary Chao. Right. 

Mr. Miller. So they sold more stock than in the retirement plan, so it can't be about stability. 
Secretary Chao. No, the three years is basically connected. 

Mr. Miller. Let me finish. 

Secretary Chao. Sorry. 

Mr. Miller. Let me just finish. 

Secretary Chao. Yes. 

Mr. Miller. The fact of the matter is that that pension is part of the compensation package for that 
employee. That contribution is made for services rendered by that employee. That is their money 
at that moment. 

I think when we talk about the freedom of the employee to make these investment decisions 
the freedom must be real. If you were in a three-year restriction between 1998 and 2002, we saw 
some of the stellar companies in this country lose 70, 80, 90, 95 percent of their capitalized value. 
Why should I be stuck in that system if it's really about the freedom for me to maximize my 
retirement potential? 

In the Washington Post today, in the New York Times today, stories of Enron executives 
bailing out all during this time, even those people who had a fiduciary relationship with the pension 
plan. The employers didn't think that that was instability. So I raise that point about that. 

The other point is that the President's plan doesn't address the so-called KSOP, the hybrid of 
the ESOP and the defined benefit plan, and it doesn't provide them this kind of protection. I think 
you have to take a look at that. Also, what do you do about the 40 1 (k)s that are designed just for 
the executives that require a payout to those executives even if the company fails? The sailor is last 
in line in bankruptcy, the executive is first in line, because they have a guaranteed payout. “Good 
for the sailor, good for the captain?” I don't think so. I don't think so. 

So you can escape these regulations by going to a KSOP, and you can escape these 
regulations if you're in an executive 40 l(k) plan. Obviously, the harm continues for a three-year 
period, when markets move at the speed of light. That's one thing the American public learned. 

Also, regarding the question on advisors. We've had some discussions in this Committee 
back and forth on Mr. Boehner's bill. I continue to be concerned about the independence of the 
advice, because now you have people coming from large investment banks, or large mutual funds 
that hold positions or contracts with the companies they advise, and you say they must disclose. 
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How is that different than the requirements between Arthur Andersen and Enron? The disclosure 
didn't take place. People didn't disclose this to the employees. 

I think we've got to talk about the penalties for the failure to do that, and I think the 
disclosure has to go to the full financial basket, if you will. Even on CNBC, when one of these 
smart investment advisors comes on, because they got in trouble, CNBC asks them: "Do you have 
a position in this company? Are you long? Are you short? Do you have a relationship?” 

Why? Because we now know the investment advisors are no longer independent 
contractors, they have to worry about what's going on in the executive suites, and the relationships 
between companies they give advise to. 

I think you also need to make a provision. Can this investment advisor advise me about my 
company stock, about my Procter & Gamble, my Kroger, my K-Mart, because they've been invited 
in now, they have a relationship with this company. Are they going to tell them that they think 
Enron is a basket case, way back in December, way back in October last year? Are they going to 
do that? Are they going to be free to tell me? Because, again, we know that a lot of these 
employees kept this stock out of loyalty to the company. Even when they could sell, they didn't 
sell. We hope to educate them about the trap that that's part of. 

So I would hope that you would look at those provisions of your legislation, because I think 
it's very important. I mean, I don't believe, in a market that moves as fast as it does today, that we 
can tell people that the employer can lock up their retirement funds. And you said it's their money. 
I'm not so sure the government should be able to put a cap on employee’s investment decisions, but 
the employer sure as hell should not be able to lock up these funds for three years. In three years, 
we could be in a boom, out of a recession and hopefully in a recovery, and they would not have 
access. 

Secretary Chao. Mr. Miller, let me just say that I look forward to working with you on this. This 
is a plan of great concern to the President, and to me personally. We are doing everything we can 
at the Department to help Enron workers, and you have my commitment on that. 

I might also just add, on the three-year vesting, the vesting is important, whether it's three 
years or whatever. That was a compromise figure. Basically, we wanted to arrive at a period in 
which, indeed, the money is theirs. When you say that you know whose money is it, if the money 
in the retirement fund is not vested, it's not really the employee's. 

Mr. Miller. Excuse me. I'm going to interrupt you. 

The employee got that as part of their compensation with that paycheck or that contribution 
or that distribution for services rendered. I appreciate the fiction that somehow this isn't a defined 
benefit plan. That's in their 40 1 (k) plan, in theory. Just like people think there's something in the 
Social Security trust fund, these people thought there was an account with their name on it. It's 
their money. It was put in their plan, “x” number of shares of Enron stock. That is their money at 
that moment. The vesting rules I appreciate. They were from a different time without computers. 
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with bookkeeping problems. 

Secretary Chao. But that's what the three years was supposed to address, the vesting. So if that is 
something that we can discuss, I will be more than glad to. 

Mr. Miller. Because with that vesting rule, they're locked in, as I said, at a time in the last three 
years when their companies lost 70, 80, and 90 percent of their capital value. That cannot be the 
answer of this Administration to these workers; that they're going to be locked in through economic 
cycles and they have to watch the diminishment of their plans. 

Secretary Chao. I may have used the wrong word, for which, if I did, I apologize. But the issue 
also is, if an employee leaves before, let's say, a three-year, or whatever is the vesting period, the 
employee will not carry it with them. 

Mr. Miller. Madame Secretary, that's why the vesting has to be changed. It's an old-time rule, 
when you were trying to coerce employees to stay. Today employees are mobile. They get offers. 
Why should they have to give back three years of compensation because they get a better job offer 
for their families? Why are you punishing these employees? 

Secretary Chao. Well, Mr. Miller, as I mentioned, I look forward to working with you on this, but 
that is clearly not the intent. 

Mr. Miller. I look forward to working with you, Madame Secretary, but that is the result, though. 
We have to look at the results. 

Chairman Boehner. The gentleman's time has expired. 

Secretary Chao. There are several other points that you have made which I appreciate. Let me go 
through them. It's not meant to be argumentative. I do want to work with you. 

I believe I would take a look at the ESOP issue. Our plan does include ESOPs; so if there's 
some misunderstanding about them, let's try to clear that up, as well. Regarding trustee disclosure, 
we want very much to ensure that trustees are acting in the sole interest of the employees, and if it 
is not happening, our Department and others will be investigating that. I've heard you about the 
40 1 (k) guarantee issue. Let's talk about that issue, as well, and the advisor independence issue. 

Mr. Miller. Thank you. 

Chairman Boehner. The Chair recognizes the gentleman from North Carolina, Mr. Ballenger. 

Mr. Ballenger. I'll try to keep this less than 15 or 20 minutes. 

Secretary Chao. Thank you. 

Mr. Ballenger. First of all. I'd like to say that I agree with you. 
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I have a company that's been in the manufacturing business since 1957, and we had a 
pension plan until 1974, and then the government came in and decided to put in ERISA. That 
meant the government was going to tell us what we could do with our money, in spite of what Mr. 
Miller says. So we dropped our pension plan, and went to a profit-sharing plan, which didn't work 
because some years we didn't make a profit. But these were still decisions that were made by 
management, and what was given to the employee was a decision made by management. Then we 
went to an ESOP. It was a privately owned company; the stock in the company was only valuable 
to the company. There wasn't any way you could doctor it up. 

I think if you looked at the largest firms on that list that Mr. Miller has, most of those 
companies had ESOPs. ESOPs are where you give the company stock to the employee, and 
somewhere along the line, if you don't have a vesting period, the idea that you're trying to attract 
the workers to stay on the job is going to be lost. I don't care how he looks at it. It is of value to 
the company to give this benefit to the employees if they'll stick around. That's a valuable thing. 

What I'm really trying to say is the more the government involves itself in these things, the 
more damage that can be done to future benefit plans. I just hope that somewhere, somehow, and I 
read your statement or heard you say it, we don't throw the baby out with the bathwater. 

The basic idea, as far as I'm concerned, is these are programs that companies 
conscientiously put in to protect the employee as they retire, especially an ESOP. Because the only 
way that you can get stock out of an ESOP is to either quit, die, or retire. The whole point is, it's 
basically a retirement plan for the employee, and in a privately owned company like mine, nobody 
wants to buy the stock except the company. 

So somewhere along the line, I think people have to look from a small business viewpoint, 
instead of from the viewpoint of a business listed on the New York Stock Exchange. That's a very 
small minority of the companies that exist in this country today. I'd like to put my two cents in if 
there is anything that I can do to defend ESOPs before we destroy them, as Mr. Miller would like 
to do. 


I'd just like to congratulate you, because your statement pretty well covered everything that 
I think is worthwhile. If you have difficulty explaining to him some of the things that you wrote 
down or if there are any questions you would like me to answer, if you give me a shot, I'll be glad 
to help you answer those questions. 


[Laughter.] 


Secretary Chao. Thank you. 

Mr. Ballenger. Thank you, ma'am. I don't need any further time. 

Secretary Chao. Well, a worker's total compensation includes retirement, yes, but it includes not 
only retirement. It includes other benefits and also current income, as well. 
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Mr. Ballenger. Well we had a defined benefit plan to start with, and the government came in, so 
we went to a defined contribution plan to get away from the government. Then the government 
comes in again and we went to ESOPs, and then the government comes in again and we go to 
401(k)s. 

We are not trying to rob employees. We're trying to give them a benefit that will be good 
for their retirement, but if the government is going to make it so difficult, we don't have our own 
legal department. We don't have people that can draw these plans up. I do hope that you'll look at 
the viewpoint of smaller industries that are trying to help their employees out. 

Thank you, ma'am. 

Chairman Boehner. Would the gentleman from North Carolina yield? 

Mr. Ballenger. Yes, sir. 

Chairman Boehner. Mr. Miller, my good friend and colleague, seemed somewhat concerned 
about a three-year vesting period on company-given stock. I think we should clarify that what 
we're talking about here is stock that's matched if you will, by a company for a 40 1 (k) or other 
similar savings program. 

You know, today, under the rules, you could require stock be held in an account where you 
couldn't touch it until age 55, or in some cases, 55 and 10 years of service. Arriving at a balance of 
three years, I think has some merit. We have to understand that these systems that provide 
pensions to over half of our workforce are voluntary systems provided by employers to their 
employees. To the extent that we would change it, for an example, as in Mr. Miller's case, to 
immediately allow stock to be divested, to be changed, or to be sold could have the impact of 
employers providing less of a company match to 40 1 (k) plans. 

I think we've got to be very careful, as we go through this process, that we don't create 
disincentives for employers to become less active in this process and to give less company stock. 

With that, let me introduce and recognize the gentleman from Indiana, Mr. Roemer, for five 
minutes. 

Mr. Roemer. Thank you, Mr. Chairman. 

Welcome, Madame Secretary. 

Secretary Chao. Thank you. 

Mr. Roemer. Happy to have you here. 

We've all heard the term, particularly in the last few days, “axis of evil.” We've heard it on 
more than one occasion. I actually think it's applicable here. We have corporate greed, number 
one; two, we have faulty accounting practices; and three, we have unfair and unbalanced 401(k) 
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and pension systems, which equal an unmitigated disaster for the working people at Enron. Not 
only were 40 1 (k)s almost demolished, pensions were wiped out. We had plans across America, in 
Florida losing $330 million in investments. 

So what do we do? How do we try to fix this? How do we try to make sure another Enron 
doesn't happen again and that we don't expose working people to the problems and the pain and the 
disaster that they're experiencing now? 

We have a system, Madame Secretary, where the executives cashed out, to the tune of 
millions of dollars. The workers were locked in, belted in, bolted into a system and couldn't get out 
of it, as they saw the stock plummet further and further, and their lifetime savings evaporate and 
disappear. We don't have a two-tiered system, we have a separate and unequal and unfair system 
for executives and for workers here. 

Now, I have two questions. One relates to diversification. I know Mr. Miller's bill does not 
limit the amount of money that can be invested in a 401(k) in one particular company's stock. On 
the one hand I want to ask you why when all advice, whether it's from my father, who occasionally 
tries to give me some investment advice, or Charles Schwab, states, “Diversify. Don't put 
everything in one basket," do we have companies putting 94, 81, 75, 87 percent of their 40 1 (k)s 
into one stock? Now, if you don't cap it, is there a way not to coerce workers into that kind of 
unbalanced system? Maybe there are some other ways to work on this. 

The second question I have for you regards your budget. I just saw the other day, with the 
new budget in the Department of Labor, that we have cut Youth Opportunity Grants by $180 
million. Now, in Indiana, we have a lot of unemployment and under-employment, and workers in a 
great deal of pain because of this recession. Especially for young people, it doesn't seem to me to 
be the fair or the appropriate time to be cutting back since we’re trying to retrain our workforce in a 
global economy, whether they're going from a huge steel mill to smaller steel producing plant, or 
trying to move from steel to Intel chip-producing plants. 

So I would hope that you would restore the cuts to these worker-training programs. I throw 
those two questions out to you. 

Secretary Chao. The first question is about diversification. As I have said, the President's plan is 
very much in support of diversification, but we don't believe that a cap would serve the workers 
well, primarily because we're talking about 40 1 (k)s, and this is their money. They have saved for 
it. 


There is a vesting period, which if an employee leaves before the vesting period, they will 
not be able to take the money with them. Whether that will be changed, obviously, is legislative 
intent, but as of now, a person's retirement program consists of three streams of income. One is 
current income. One is non-cash items, such as benefits. Third is retirement. 

So we want to make sure that people have the right information, because we believe that it 
is their right to choose how they want to make their investment decisions, and what we need to do 
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is to help equip them, empower them with the right information. 

Mr. Roemer. Well, you said initially, Madame Secretary that there was discussion on whether or 
not there should be a cap. 

If there was discussion about a cap in the President's announcement of this plan, what other 
things did you look at besides a cap to try to encourage diversification and not just limit it to 
information or education? 

Secretary Chao. I really can't remember, but we discussed the cap, because obviously, there is 
existing legislation that's been introduced, and so we wanted to discuss that possibility, but I really 
can't, I can't remember the rest. Let me go on to a second point, and I want to be responsible in 
answering to you, which is why I want to be accurate. 

On the second issue of the Youth Opportunity Grants, I think that's what you were talking 
about. That basically was a pilot program, and we have consolidated that pilot program with the 
rest of Workforce Investment Act programs, so that we have mainstreamed it. If a state determines 
that there is a need for youth opportunity grant activities, then the state can make those decisions, 
and the state has the money, because under the Workforce Investment Act, there are excess 
carryover funds of about $1.7 billion. That was a pilot program. We're wrapping it into WIA 
funding, and mainstreaming that program, so it will be up to the states. 

Chairman Boehner. The gentleman's time has expired. The Chair recognizes the gentleman from 
Michigan, Mr. Hoekstra, for five minutes. 

Mr. Hoekstra. I thank the chair. 

Madame Secretary, it's great to see you here. 

Secretary Chao. Thank you. 

Mr. Hoekstra. I really applaud this Administration's leadership on this issue. 

I can only reflect back a few years ago when the largest private sector union in America, the 
Teamsters, were wracked by a corrupt leadership, a leadership that took them to the verge of 
bankruptcy, looted their treasury for over $ 1 60 million, and ran a corrupt election. The last 
Administration did not stand up for worker rights. 

This Administration is forthright. You're leading the way on protecting these and other 
workers, and you're coming forward with proposals. Thank you very much. The same goes for the 
Chairman of this Committee for standing up for worker rights and taking the lead on this issue. 
There are a lot of people who have been “Johnny-come-lately” to stepping up for worker rights, 
many people that were not around when the 1.4 million Teamsters were being abused by their 
leadership. 
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The question that I have deals with the level of accountability, whether it is at Enron, 
whether it is corruption within the Teamsters, or within other large organizations. We now know 
after almost five years with the Teamsters, that the number of people actually being held 
accountable and serving jail time I believe is maybe one, but no one was held accountable. 

Has the Administration talked about, in these types of white-collar crimes, the feasibility of 
strengthening the punishments available for white-collar crime so, as our colleague from California 
talked about, it's no longer fines but that some of these individuals actually will be held accountable 
and will serve jail time? 

Secretary Chao. I think "accountability” is a word that carries a lot of weight these days. Indeed, 
there has to be accountability, and I think workers have to be protected. White-collar crime has 
traditionally been an area that has not received very much of that. From this Department's point of 
view, that's never been the case. We have always been vigilant. As mentioned, we were among the 
very first agencies, if not the very first, to launch an investigation. 

Let me also add, the issues with the Teamsters I think were in the past. There's a new 
president, Mr. James Hoffa who has worked very hard to bring a new era of integrity to the union. 

Mr. Hoekstra. That's exactly right, absolutely. 

Secretary Chao. It does bring about another point, and that is some of the bills that are being 
introduced to protect workers exclude union pension plans. I think that would be hard to justify, 
because again, we are concerned about protecting all workers. 

Let me also add, ERISA does have criminal sanctions. 

Mr. Hoekstra. There are criminal sanctions. The question is whether they will be applied and to 
what extent. 

I just want to encourage you as you go through the process, and as you go through the 
process with the Justice Department and Attorney General Ashcroft, that if there is criminal 
behavior that is identified that it be prosecuted to the fullest extent. 

I had a tough time going back to my constituents, as they watched the scandals within the 
previous Teamsters regime and recognized that because of a lack of aggressive prosecution by the 
previous Administration that people walked away. The perception is again that members of the 
Teamsters or in this case, employees of Enron get hurt, whereas the executives or the leadership 
seem to walk away scot-free. I hope that doesn't happen in this case. 

I hope the leadership that this Administration has shown to date continues, and I hope it 
continues through the prosecutorial stage. Thank you very much. 

Secretary Chao. We are fully committed to bringing accountability. 



21 


Mr. Hoekstra. That's right. Thank you. 

Secretary Chao. Thank you. 

Chairman Boehner. The chair recognizes the gentleman from New Jersey, Mr. Payne, for five 
minutes. 

Mr. Payne. Thank you very much, Madame Secretary. It's always good to see you here. I hope 
one time you can come for something where it's just pleasant and we can have an amiable kind of 
conversation. 

Secretary Chao. I always try for that. 

Mr. Payne. Well, you’ve got another three years. 

[Laughter.] 

Chairman Boehner. Madame Secretary, it sounds like you've been sentenced. 

[Laughter.] 

Mr. Payne. And I hope that happens to some other people. 

Let me just indicate, too, that I appreciate the Chairman calling this hearing, and also I think 
Mr. Miller certainly laid out many of the concerns that I have, and did it very well. In the old days, 
there were the defined benefits. You know, that was the way it was done. You worked, you retired 
at 65, and you knew what you were getting. 

But along comes the defined contribution. 

Secretary Chao. Right. 

Mr. Payne. You work, and they say: “Put your money in here. You can walk away with a million 
dollars.” However, the people who are now exposed to defined contributions, 401(k)s, and ESOPs, 
are not people who have the counsel of high-powered lawyers or good accountants. They just go 
along because they’ve heard it's the right thing to do. 

So there's a big difference in the defined contributions, where you knew what you got. 

When my father retired, he knew what was going to come in every month, sort of like Social 
Security, which leads me into another concern with the new so-called privatization of Social 
Security that's being pushed. 

How are people supposed to invest their money into different, private investment plans? 
Once again, poor people don't have good health care, they don't have good schools, they don't have 
good housing, and they don't have good advice, because they can't afford it. It's just the way that 
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our country is divided; those who have and those who have not. 

I listened to Mr. Joseph Bcrardino yesterday, CEO of Arthur Andersen. Their firm is a 
consultant to Enron; $25 million for this, $10 million for that. He said he didn't even know and 
also the auditors didn't know. They were advising the company but didn't know there were 
problems, even with their auditing employees going to golf tournaments wearing Enron shirts. It 
just doesn't seem to add up. They're the auditors; they're the watchdogs with the company shirt, 
just like the good old boys network. How can you audit someone if you're at their golf tournament 
or at their reception? And so these things made no sense. I was very disappointed in Berardino’s 
testimony yesterday, from Andersen. 

However, let me just say since my friend has mentioned the Teamsters. 1 hope that we see 
the same kind of zeal for the men in the suits and the suites, so they also have to pay. You know, 
we have penalties where a kid who sells five grams of crack cocaine gets five years. That's the 
minimum sentence. That's the law. And they shouldn't sell crack, it's bad, it destroys people. But I 
wonder, what's going to happen to people who have sold this bad information to all of these 
workers, who are poor now, and who have no retirement? 

I watched Mrs. Linda Lay with a lot of compassion, who said they were on the verge of 
bankruptcy. She was really poor now. They're broke; luxury penthouse, $7 million; two homes in 
Aspen, $15 million; $10 million, houses in Texas. So evidently, being poor or broke is relative. 

It's according to where you are on the ladder. 

Now, that has really nothing specifically to do with you, but this conversation bothers me to 
no end. Some people who have lost their life savings are here now. I appreciate Reverend Jackson 
and Reverend Sharpton bringing these people in and talking with them. I hope there are other 
groups that are reaching out to help them. 

I do have one quick question, though, for you to respond to before my time expires. Let me 
just ask this specific question. For a number of years, the GAO and the IG have raised serious 
concerns specifically regarding the audit procedures for pension plans. They recommended that 
limited scope audits be replaced with full audits, and that auditors be obligated to immediately 
report possible misuse of funds or fraud of pension funds to the Department of Labor. Limited 
scope audits depend on other state and federal regulators, such as state insurance and banking 
agencies, to vouch for plan assets under their jurisdiction, rather than a full audit of such plan 
assets. The current Administration vigorously sought to address these shortcomings through 
legislation, but Congress failed to act on them. 

Would you, or why hasn't the Department of Labor recommended such changes? I know 
you've only been Secretary for a short time and maybe you will? What is your view on these 
recommendations? 

Secretary Chao. Let me answer your three points. 

One, on what you just said about workers accessing financial advice, we totally agree with 
you. The President's plan would, in fact, again, support the Chairman's bill and also empower 
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workers with the right information so they can make the best decisions that they can about their 
retirement security. That's in the President's plan. So we do support professional financial 
advisors. 

Second of all, in the criminal investigation, you will not see any slacking in this Department 
in terms of pursuit of any criminal activities. As you all know, the Justice Department is also 
involved with the criminal investigations, and they actually investigate the bulk of them. We work 
with them and others. But you will not see any diminution at all, or any lack of intensity, let me 
assure you. 

Thirdly, on the limited audit question, that is the question that is addressed by the second 
task force, the one on governance, accountability. So we did discuss it to some extent, but again, 
that is going to be within the purview of the second task force that's coming up, but I appreciate 
hearing your concerns. 

Chairman Boehner. The gentleman's time has expired. 

Mr. Payne. Thank you very much. 

1, too, share the concern about the job training programs that have been cut. I understand 
some youth employment programs may possibly be eliminated. That was also tried in '94, when 
Pell Grants, which are not in your Department, were going to be slashed. I think that we're going in 
the wrong direction on these domestic programs. 

Secretary Chao. For Job Corps, we actually increased the budget an additional $73 million. The 
Youth Opportunity Grants, as someone mentioned earlier, were a pilot program and were 
consolidated with existing WIA funds. There's about $1.7 billion in excess Workforce Investment 
Act funding at this point. The states can administer those programs, and they would have the 
flexibility to do so. 

Mr. Payne. Thank you very much. 

Chairman Boehner. The gentleman's time has expired. 

Mr. McKeon is recognized for five minutes. 

Mr. McKeon. Thank you, Mr. Chairman, and thank you, Madame Secretary, for being here today. 

It seems to me that what we're dealing with is a multi-faceted problem. We have the 
collapse of Enron, the problem with their management, the lack of credible oversight from their 
auditors, the lack of credibility from market advisors and conflicts of interest. 

I would like to thank you for your personal commitment to help those workers and those 
employees and do all you can for them. Also thank you for your commitment to pursue criminal 
investigations and to, as Mr. Hoekstra said, make sure that everybody that has any criminal liability 
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here is pursued to the fullest extent. I think that is the least that we can do. 

There are many hearings and investigations moving forward, and I'm concerned that 
sometimes we do assign guilt. Politicians tend to jump on these things quickly, and my concern is 
that we sometimes move too quickly to fix a specific problem. Then we end up finding that 
unintended consequences hurt a lot of other people that are not guilty, that are totally innocent. By 
innuendo, we've kind of convicted several other companies that have been around for many, many 
years and have been very successful. As the Chairman pointed out, their employees and their 
generations of employees have benefited from their work with those companies. So I think we 
have to be very careful that wc don't indict many companies because of the problems of some. 

There's been some talk about the blackout period of Enron, and I would like to use this 
hearing to leam about that. Could you give us information about what the stock price of Enron was 
prior to the blackout period, during the blackout period, and after it? Do you have information? 

Secretary Chao. We have an investigation going on; so let me ask about what I'm allowed to say 
and what I'm not allowed to say. 


[Witness confers with staff.] 

I just wanted to check. As you can imagine, if there's an ongoing investigation, I always 
have to be careful about what I can say, but that is information that I can reveal. 

During the lockdown period, which we are investigating, there seems to be some 
disagreement. The lockdown period appears to have started when the stock was around $ 1 4, and at 
the end of the lockdown period, it was about $10 per share, so most of the gains of the stock, 
unfortunately, had already been dissipated by the time the lockdown period occurred. 

Mr. McKeon. I appreciate you and the President coming forward quickly with a plan to address 
some of the shortcomings we've already seen. I think it will be dealt with like other legislation 
plans. We'll debate and we'll work on it. 

I think the major thing that the President said, that I support, is that management and 
workers should be treated the same. There should not be an advantage for management over 
workers when dealing with their pension plans. I think management is paid more, generally, for 
their work. They shouldn't be given the additional advantage in this area. I think that is a very 
important principle, and I hope that we will hold with that as we work through this legislation. 

Thank you for being here today. 

Secretary Chao. I appreciate that. Indeed, the President felt very strongly that during a blackout 
period, if an employee were not able to sell, then obviously the executives should not be allowed to 
either. 


Mr. McKeon. Nobody should be able to. 
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Secretary Chao. Right. 

Chairman Boehner. The Chair recognizes the gentleman from New Jersey, Mr. Holt. 

Mr. Owens. Point of order, Mr. Chairman. Mr. Chairman, point of order. 

Chairman Boehner. The Chair recognizes the gentleman from New York. 

Mr. Owens. Do we still have to assume that the Secretary has to leave at 12:15? I think you said 
that at the beginning. 

Chairman Boehner. That is correct. I would expect that we will continue until there's about five 
minutes left on the vote, and then we will be gone approximately 15 to 20 minutes. So when we 
get back, we'll have time for several more questions. 

The Chair recognizes the gentleman from New Jersey. 

Mr. Holt. Thank you, Mr. Chairman, and thank you, Madame Secretary, for coming. 

Enron robbed employees of $ 1 billion, and collusion between Enron executives and lawyers 
and accountants harmed employees, their children, investors, stockholders, and millions of 
families. New Jersey actually pays, because the New Jersey pension fund had $60 million tied up in 
this. 


But looking at the pension programs, clearly, investment advice to employees is part of 
what's necessary to prevent future Enron-like debacles, and I was pleased to cross the aisle to join 
our Chairman, Mr. Boehner, in passing the Retirement Security Advice Act. But that's only part of 
what we need to do. 

It's worth remembering, and I'm sure you are aware of this, that employers often chafe 
under Department of Labor regulations and investigative threats. I think people are looking at it a 
little bit differently now. They recognize that there really is a role for government regulations 
regarding transparency and fiduciary responsibility and fairness. We simply can't count on the 
good will of the executives and the pension managers. 

Remember that Enron employees trusted their company. 

Secretary Chao. Yes. 

Mr. Holt. They were gung-ho about their company. They couldn't believe that their friends, who 
were their executives, would rob them, but that's what happened. 

Let me ask you, is your idea of a good pension plan one where all employees have complete 
freedom to invest their own pension funds whenever and however they like? 
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Secretary Chao. I think it's worthwhile to remember we're talking about 401(k)s. These plans, 
ESOPs and 401(k)s in particular, are self-directed retirement plans, so they are usually held in 
addition to a pension plan, or some other long-term retirement plan. Many times, they are not the 
only leg. 

Mr. Holt. Beyond the vesting requirement that you said that you did favor, three-year vesting or 
something of that sort? 

Secretary Chao. May I just interrupt for one second? I think that was a nod to reality, because we 
wanted to be able to encourage employers to continue the corporate matching programs and we 
don't want to discourage them. So it's a balance. Usually the vesting period is three to five years. 

Mr. Holt. I understand the argument. I understand Mr. Ballenger's argument that you want the 
allegiance of the employees. But this is a kind of artificial allegiance to keep them imprisoned with 
a vesting requirement. 

Beyond vesting, though, should the company dictate in other ways what employees do with 
their funds? 

Secretary Chao. What specifically do you have in mind? 

Mr. Holt. I'm asking you. 

Secretary Chao. 40 1 (k)s are basically self-directed retirement plans, so employees usually take 
over control as to how they want to invest. 

You know, employees now will usually receive a brochure that tells them all the different 
investment plans that they can go into, that they can slot either 100 percent of their 401(k) funds 
into, 50 percent, 25 percent, or whatever. 

I think the important principle is that we don't want to discourage them or take away that 
right. Whether the worker decides to utilize that right is something else, but we don't want to take 
away the right that he or she has to decide how they want to invest their funds. 

Mr. Holt. Let me just make the point that company coercion can be overt or subtle. Y ou know, 
social psychologists have looked at this. I think years ago, Solomon Asch showed that a group can 
make a person believe that one line is shorter than another when the fact is absolutely clear that it is 
not shorter than the other. So I think it is important that we have independent oversight, and we 
can't shortchange that. 

Now, just very quickly, there's a short answer to this with regard to the training programs. 
Can you say that with the consolidation and combining and cutting of worker training programs in 
the President's budget, there will be no decrease in the number of workers served? 

Secretary Chao. There will be no decrease or compromise. 
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Mr. Holt. In the number of workers served? 

Secretary Chao. In the quality of the services available or in the services that are available to the 
number of clients that we have. That is not our purpose at all. 

Chairman Boehner. The gentleman's time has expired. 

Secretary Chao. There's excess funding of $1.7 billion in the pipeline. 

Mr. Holt. Thank you, Madame Secretary. 

Thank you, Mr. Chairman. 

Chairman Boehner. The Chair recognizes the Chairman of the Subcommittee on Employer- 
Employee Relations, Mr. Johnson of Texas, for five minutes. 

Mr. Johnson. Thank you, Mr. Chairman. Ms. Chao, I appreciate you being here, and I want to 
applaud the President for taking a constructive step in putting forth this proposal on pension issues. 

I appreciate particularly his strong support for enactment of meaningful investment advice, 
which you've been talking about, and Mr. Boehner has been talking about for plan participants, so 
that they know about the risks and rewards of various investment decisions. I want you to know. 
Secretary Chao, that constituents in my congressional district are not very excited about the United 
States Congress trying to tell them how they must limit company stock in their 401(k)s, and I 
applaud the President for avoiding placing arbitrary caps on investment in employer stock. 

Speaking about elaboration on investment advice. I've received a note from a constituent in 
Dallas. 1 got this from James Sctliff, and he works for Texas Instruments, and he said: “I have 
made my retirement possible by investing 100 percent of my 401(k) into my company, Texas 
Instruments, stock at opportune times.” He knew when his company stock was a good investment, 
and when it wasn't. He really does not feel that the United States Congress or anyone else in the 
government should tell him that he doesn't know what he's doing. 

The constituents I've heard from support shortening the period that the company match 
must be held, and I want to hear from plan sponsors about what impact this will make on company 
matches. I do have a few concerns that if Congress goes too far in legislating new rules for defined 
contribution plans, we will regulate these plans to death, just as we put defined benefit plans on the 
endangered species list. I disagree with Mr. Miller. This is a country of free enterprise and it's up 
to this Congress and you to protect that. 

Let me ask you this. I've heard that the National Savers' Summit is going to take place at 
the end of this month. Can you tell me how those preparations are going and what topics are going 
to be addressed? 

Secretary Chao. We are convening a major summit on retirement security, and it's called the 
Savers' Summit. It will be held February 28th through March 1st. Members of Congress are 
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invited. We have a great roster of speakers. We've been planning for this for well over eight 
months, and it's going to be a very exciting event. But more importantly, I think it will emphasize 
how important it is to give information to working Americans about how they can save and 
safeguard their retirement. 

Mr. Johnson. Thank you. I also understand that Enron had a variety of employee benefit plans 
meant to help with retirement security for employees. For instance, we know they had a 40 1 (k) 
plan, but I've heard they also had an ESOP, a defined benefit plan, a deferred compensation plan, 
and executives had stock option incentives. 

I wonder if you could provide the plan documents filed at the Department of Labor for any 
of these benefit plans from that? 

Secretary Chao. Of course we can. 

Mr. Johnson. Thank you. I would appreciate that. 

My understanding is that the Enron employees had 20 investment options, and many of 
them chose to have the contributions invested in company stock, along with the company match. 
That was invested in stock, and that's true, isn't it? 

Secretary Chao. Yes, that is. 

Mr. Johnson. Well, do you think that if the House- passed Investment Advice Act were enacted 
into law, some of those 40 1 (k) plan participants would have diversified their investments? 

Secretary Chao. I think if they were empowered with the right information, they certainly would 
have. 

Mr. Johnson. Well, I thank you for your testimony today, and we appreciate you being here, and I 
yield back the balance of my time. 

Secretary Chao. Thank you. 

Chairman Boehner. Madame Secretary, we do have two votes on the House floor. 

Secretary Chao. Okay. 

Chairman Boehner. We will be gone for about 15 to 20 minutes, and we will try to hustle back as 
soon as we can. The Committee will stand in recess. 

[Recess.] 

Chairman Boehner. If everyone could take their seats, we would like to resume. 



29 


The Chair recognizes the gentleman from Virginia, Mr. Scott, for five minutes. 

Mr. Scott. Thank you, Mr. Chairman, and welcome, Madame Secretary. 

First, let me just say as a matter of reference that we have a safety net, Social Security, that 
no matter what you do with your investments, you will have your safety net. You have your 
private accounts outside, the pension funds and everything, where you can invest and win and lose 
whatever you want. 

And I guess unlike some others, I am not particularly offended if, for the tax-preferred 
pension accounts for which people have expectations, we have some regulations that would 
stabilize those accounts and make them safer. We even have government guarantees for some 
pensions. So if we do something to make them safer, I am just not as offended as some other 
people. 


You had indicated your proposal has limits on lockouts. Is there any limit to the total length 
of time for these lockouts? 

Secretary Chao. Are you finished? Great. I wasn't sure with some of the other speakers. 

[Laughter.] 

The lockout period is a very important area, and we have looked very seriously at it. At the 
present time we have decided not to have any lockout limit. But there is a very strong component 
in there that actually will provide incentives for employers to make that lockout period very short. 

That incentive is in a 40 1 (k) plan. An employee has control over his or her investment, and 
so they bear the liabilities. Now, the employer does not. So during the lockout period, the 
employer bears the liability. And we want to clarify that within the ERISA law and codify it. So 
that is a very powerful incentive, that if the employers are going to have liability for any investment 
decisions during that blackout period, that they would try to make that blackout period as narrow, 
or as short as possible. 

Mr. Scott. Now, that is a limitation on executives selling stock during the lockout period? 

Secretary Chao. That is a separate provision that we would be introducing. 

Mr. Scott. Would that limitation prevent people who have 401(k)s from selling stock in their 
private accounts? 

Secretary Chao. The question was whether they can sell not in their 40 1 (k), but in their private 
accounts? 


Mr. Scott. Right. 
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Secretary Chao. Yes, because it is a transfer process, whereby you have a new administrator come 
in. 

Mr. Scott. No, I mean on your private, separate non-tax-deferred account. If you happen to own 
company stock in that account, unrelated to your 401(k). 

Secretary Chao. If you hold it with another administrator, you can sell it, certainly. If you hold it 
with an outside broker, yes. But if you held it within the company stock portfolio, and the 
administrator is administering it for you, then because there is a changeover in administrator, there 
probably would be some period in which there would have to be some transfer. 

Mr. Scott. And this is when the captain and the sailor would be limited. Is the captain prevented 
from selling stock outside of his pension fund? 

Secretary Chao. If there is a blackout period, nobody sells. Or everybody sells, yes. 

Mr. Scott. Well, I mean, you just said that the sailor could sell in a separate account during the 
blackout period. 

Secretary Chao. Well, the sailor may also have some outside accounts as well. 

Mr. Scott. Right. 

Secretary Chao. Right. 

Mr. Scott. And can the captain sell in his outside accounts? 

Secretary Chao. Let me get you expert advice on that. 

Mr. Scott. Okay. 


[Witness confers with staff.] 

Secretary Chao. I have a clarification for that, and I am in error, I apologize. Under that pension 
parity, the executive would not be able to sell any stock during that period. 

Mr. Scott. Okay. Let me ask you another question before my time runs out. Some have suggested 
we need new laws to prevent this from happening again. My sense is if we enforce the laws we 
have now, we probably could prevent a lot of it. 

Secretary Chao. Yes. 

Mr. Scott. You have indicated that there have been 77 criminal indictments, 42 convictions, and 49 
guilty pleas. Were these convictions just for straight embezzlement? Or was a gross violation of 
fiduciary duty and fraud a part of any of these convictions? 
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Secretary Chao. I think it was a whole series of each of them. 

Mr. Scott. Could you provide the Committee with a list of the charges, a brief description of the 
allegations, and what sentence was imposed? 

Secretary Chao. Yes, of course. Yes, certainly. 

Mr. Scott. Thank you. 

Thank you, Mr. Chairman. 

Chairman Boehner. The Chair recognizes the gentleman from Delaware, Mr. Castle, for five 
minutes. 

Mr. Castle. Thank you very much, Mr. Chairman. And thank you, Madame Secretary, for being 
here. In fact, I wish you or anybody before you would have been here five or ten years ago to 
address these plans. 

You are absolutely right in what you said; all these pension plans started to shift about 20 
years ago so individuals had to be involved in their decisions. And unfortunately, I don't think we 
kept up as well as we should have, in terms of advice laws. But you have made some good 
suggestions here. If it took Enron to energize it, then that is good, and we should congratulate you, 
and not fault you for whatever may have happened many, many years ago. 

I think there is serious wrongdoing here. I am also on the Banking Committee, and we have 
looked at this. I believe totally there is serious wrongdoing. How far that goes, I don't know. I 
think there is a tremendous imbalance amongst individuals involved in this and any corporate 
circumstance. You have the executives, the accounting firms, the board of directors, the law firms, 
the credit rating agency, the stock analysts, a few other groups, and maybe a thousand or so people. 
They are totally interested in driving that stock as high as they can and taking debt off the books, 
and all the kinds of things that led to the manipulations that became the Enron problem in this 
circumstance. 

On the other hand, you have the employees, who may be Enron stockholders. Frankly I 
suspect if you asked them, they probably would have said we are proud, we are happy to be Enron 
stockholders, because the stock is going up and we arc making money, or Proctor & Gamble or any 
of the other examples used today. And all of a sudden, when it collapsed, everyone is saying, oh, 
gee, this happened. 

I don't think anybody manipulated all this so that the pension plans would collapse. That 
wasn't the purpose. They did it to enrich themselves, and they have enriched themselves, at least 
for a while, to a fare-thee-well. And unfortunately, there is the trailing effect of the pension plan, 
or the 40 1 (k)s and the other types of plans holding the Enron stock being in a state of collapse. 


I think our retirement laws do need to be changed. I think you are aimed in the right 
direction. I'm not sure if you are totally right. I don't know enough to say that. I don't know if Mr. 
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Miller was right in some of the things that he said. Those are things that have to be looked at. I 
just would beg you to keep an open mind with respect to what has to be done to protect people out 
there. 


Now, having said that, I have some concerns about it. I totally believe in some of things 
that you are talking about. I totally believe in freedom of choice and that kind of thing. But I think 
basically those of us who have to make decisions at this time should have the fullest information 
we can possibly have. We should have notification of anything that is going on that impacts upon 
what we are doing. There is some discussion about annual statements and quarterly statements and 
monthly statements. Let people see what is happening to the extent that it can be done. I think all 
this needs to be as open as possible in terms of trading. I will tell you, I believe simplification is 
important. 

Secretary Chao. Absolutely. 

Mr. Castle. Have you called a big mutual fund firm and tried to make a transaction, and gone 
through all that phone stuff? After about half an hour, you feel like slamming down the phone and 
saying to heck with it, I will just lose money. It is easier than dealing with these operations. 
Simplification, I think, is of vital importance in all of this. 

I think we need to look at executive compensation; maybe not you or maybe you. You are 
as good a person as I know in this Administration to do it. But we really need to look at that, in 
terms of what we are doing. 

Obviously, I don't think we are going to change these laws. I don't think we are going to go 
back to the defined benefits plans. I don't think we are going to go back to fixed circumstances. I 
think to the extent that all of these funds are transportable, no matter what they are, that is an 
important asset in terms of what we are doing. So we need to look at that as well. You are doing 
the right thing, but there are serious questions that still need to be answered. 

I would like to ask you if you have looked at all at stock options? I worry about stock 
options a tremendous amount. It is incredible to see the compensation of chieftains of corporate 
America today, versus the employees, and stock options have become such a major part of this. 
There is such a thrust to push that up, in terms of the manipulations we saw at Enron, that I am 
afraid it is happening in other corporations, and I am afraid we are going to have other problems 
before all is said and done. 

I am not for over-regulating, but 1 am, as I said, for notification and an open process. Is 
anyone looking at this and its influence to try to make absolutely sure that stock manipulation is not 
invited because of what we are doing? 

Secretary Chao. On the stock options, let me just say a couple of things. One is it is not solely a 
retirement tool; in many cases, it is also a retention tool. 

Mr. Castle. Well, I understand that. I understand that completely. But my concern is that it helped 
lead to the problems in Enron. 
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Secretary Chao. Having said that, your important point is about the abuses, and perhaps over- 
generous stock compensation through stock options. And that, again, is the work of the second 
task force, about accountability and about governance. I think if anything, we have to emphasize 
accountability more and more. 

Mr. Castle. Let me go back to the point that I made earlier about the simplification process here, 
and then my time will have run out. I can't stress simplification enough. 

Secretary Chao. Yes. I totally agree. 

Mr. Castle. I am a terrible investor myself. 1 don't have anyone to complain about except my own 
stupid decisions, for the most part. And I think the average person is in that mode. 

But I would hope you would look at that carefully, because I don't know if people truly 
understand the advice they are getting. It is fine to talk about advice; I love Chairman Bochner's 
bill, which you have supported. I think all that is good. But let's make sure that people understand. 

I yield back the balance of my time. 

Secretary Chao. It is a right to have that advice. 

Chairman Boehner. The gentleman’s time has expired. The chair recognizes the gentleman from 
New Jersey, Mr. Andrews, for five minutes. 

Mr. Andrews. Thank you, Mr. Chairman. Madame Secretary, thank you for your appearance this 
morning and your always-insightful testimony. 

I think you would agree that choice is only meaningful if it is informed and voluntary. I 
have a very real concern that we have voluntary and informed choice by people in 40 1 (k) plans. I 
think it is a staggering coincidence that in a plan that is part employer-driven and part employee- 
driven, that 72 percent of the Home Depot 401(k)s arc in Home Depot stock. That is not an 
accident. I am not sure it is a voluntary choice, either. 

You have embraced the bill that passed the House that the Chairman sponsored on 
investment advice. And I want to ask you some questions about it. 

What if Enron had retained a major financial services company to manage its 40 1 (k) plan, 
and if that financial services company, in another distant part of the company, was marketing 
limited partnerships on behalf of Enron, there hawking them every day, and the employees of the 
financial services company were regularly giving advice to Enron employees that buying Enron 
stock was a great idea? Under your proposal that you have embraced here, that would be legal, 
wouldn't it? 

Secretary Chao. I think that brings into question the whole issue about accountability. 
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Mr. Andrews. Well, is it legal, or isn't it? It is conflicted advice, and if they gave notice of it, I 
think under your proposal it would be legal. If they put it in the employee handbook on the first 
day of work that by the way, our investment advisor is someone that also sells products for us, it 
would be legal, wouldn't it? 

Secretary Chao. But they do have to give notice as to how much all of this is going to cost. 

Mr. Andrews. They have to give the notice, as I read the bill, only once, and it doesn't have to be 
contemporaneously. It doesn't have to be exactly at the time that the question is asked. 

Secretary Chao. But ERISA does require that they be. I see your point. ERISA does require that 
they be responsible for their advice. But that is where we want to make sure that people are given 
the information, and that all disclosure is made. 

Mr. Andrews. I think the answer to the question is it would be legal under your proposal, and 1 
think that is a terrible idea. And I also will tell you that you could come back and say, well, if it 
was a breach of fiduciary duty by the investment advisor, it is illegal under ERISA. There are two 
problems with that. 

One, proving it is very hard to do. You really couldn't prove a quid pro quo there; you 
couldn't say that the reason the investment advisors were hawking Enron stock was because another 
part of their company was making money by hawking Enron products on the street. There is no 
quid pro quo, necessarily. 

And the second problem is how do you get a lawyer? You know, in theory the individuals 
who came to Washington who have been stolen from have a remedy today. They have a great 
remedy. If they can put up $50,000 retainer for a law firm, and find a law firm who will take the 
case, and go through three years of discovery, they have a right to get their money back. And never 
mind the fact that maybe they had their house foreclosed on, or couldn't pay their health insurance 
in the meantime, or couldn't pay their daughter's college tuition in the meantime. None of that is 
compensated under the present law. 

Do you think it should be? 

Secretary Chao. Well, when a person is terminated, for example, if their company goes into 
bankruptcy, the first line of defense is obviously any savings that they have. But they arc also 
eligible to go on unemployment insurance. And while that may not be enough, that is another 
source of assistance as well. 

Mr. Andrews. Yes, but the question is whether or not using the facts in this case, and I don't know 
if they would, someone would justify a finding of breach of fiduciary duty by those who ran the 
Enron pension plan. 

Secretary Chao. Then those people will be held accountable for civil or criminal penalties. 
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Mr. Andrews. Well sure they would be held accountable. If you could get a lawyer, if you could 
afford one, and if you won, all you do is get your money back. You don't get all the things that 
happened to you in the meantime. 

If a toaster blows up in your face, you get your lost wages and your health care bills, and 
your pain and suffering and all the rest. But if you get lucky, and get a lawyer, and go through 
three years of discovery, and win your case, you get your money back. But you don't get any of the 
other stuff. Do you think that is right, or do you think we should fix that, as we do in the Miller 
bill? 

Secretary Chao. We have a lot of assistance available for people who are concerned about 
malfeasance or abuses of their plans. And if I may, I will just give the number. It is 1-866-275- 
7922. 

Mr. Andrews. Well, but if someone called that number and said, you know, my house just got 
foreclosed on, because the people running my pension plan screwed up. The law is that they can't 
get any remedy for that. They can't get the money to get their house back. 

Secretary Chao. They can sue. As you mentioned, they can sue. They can get a lawyer. 

Mr. Andrews. They can sue, but the remedy doesn't include getting the consequential damages for 
the harm that they suffered. And it should. 

I yield back the balance of my time. 

Secretary Chao. Thank you. 

Chairman Boehner. The Chair will recognize the gentleman from Kentucky, Mr. Fletcher, for 
three minutes. And then the Secretary really does have to go. 

Mr. Fletcher. Well, thank you, Mr. Chairman. And Secretary Chao, it is always good to see you. 
Thank you for the work that you are doing. 

You know, as I look at this Administration, it is very encouraging, when you look at the 
tough but measured response they had to the terrorist attack. And I see that same resolve here as 
we look at the Enron collapse. It is very tough, but it is also very measured. 

I know after 9/1 1 there were some that initially wanted to jump in very quickly and take 
some immediate, radical action. And yet the President and the Administration proceeded with a 
very thoughtful approach in response that has been extremely effective. I think that you all have 
done the same here, and so I laud you for the work that you have done along with the President on 
these pension plan reforms that you are advocating here today. 

Particularly, one of the things that we have heard some comments on is the three-year 
vesting requirement, and it was five years until we recently passed a bill to reduce it to three years. 
The Ranking Member was very supportive of that three-year vesting period, regardless of what he 
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comments about now. Additionally, at that time I believe it passed out of this Committee by voice 
vote, and there was absolutely no objection, none, zilch, nada, to that three-year vesting period. 

I think it is very reasonable. Having set up retirement plans myself in small businesses, as 
well as with the larger corporation I was involved with, I think it is important that we have the 
incentive. Companies will drop their 40 1 (k) plans if they find that there is no loyalty associated 
with that. You invest a tremendous amount in employees. You invest in training, and education. 

So I laud you for that. 

Let me ask a question about the enforcement mechanisms regarding the President's new bill. 
Do you have the resources? And are we really able to oversee and enforce these pension rules? I 
understand that some of that is outside your jurisdiction, but I wonder if you would comment on the 
enforcement? 

I know we are going to respond very tough to Enron, and I hope that we do certainly hold 
them accountable for every element of the law there. And I just want to ask you to comment on the 
enforcement provisions. 

Secretary Chao. Yes. I want to reinforce that we have an investigation ongoing. We will push it 
as far as it will go, and we will take it to whomever the investigation brings us to. We will spare no 
effort in ensuring that justice is done, number one. And we will do everything we can to try to get 
back as much as we can for employees. 

On the enforcement side, I have great confidence in our enforcement abilities. I think we 
do a very good job, and I don't think we need any additional resources at this time. 

Mr. Fletcher. Well, thank you. And I want to laud, again, the response of the Administration and 
the integrity with which they have responded to the requests even from Enron for special 
privileges, which they refused to give. 

Secretary Chao. Right. 

Mr. Fletcher. So thank you. 

Chairman Boehner. The gentleman's time has expired. Madame Secretary, we want to thank you 
for your testimony, and your willingness to answer questions. Some of our Members did not have 
the chance to ask questions today, and if you don't mind, we would like to keep the hearing record 
open. 

Secretary Chao. Of course. 

Chairman Boehner. If Members do have written questions to submit to you, we will include their 
questions and your responses in the hearing record. 

And with that, the hearing stands adjourned. 
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Secretary Chao. Thank you. I look forward to working with you. 


Whereupon, at 12:28 p.m., the Committee was adjourned. 
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Opening Statement of Rep, John Boehner (R-OH), Chairman 
Education & the Workforce Committee 

February 6, 2002 

Good morning. Let me start this morning by welcoming our distinguished guest 
today. Secretary of Labor Elaine Chao. It’s an honor to have you with us. Let me 
also extend a warm welcome to the ranking member, Mr. Miller, and to my other 
colleagues. 

Late last year, thousands of working Americans employed by the Enron 
Corporation watched helplessly as their company collapsed - and, tragically, their 
retirement savings were lost with it. Longtime, loyal Enron workers who had saved 
for years and placed their trust in the company’s 401(k) plan saw their dream of a 
safe, secure retirement vanish. 

Across our country, millions of hardworking Americans are asking anxiously: 
Could this happen to me? And what actions are the Bush Administration and 
Congress prepared to take to ensure that it doesn 't happen to me? Why did 
thousands of employees who had saved all their lives for a safe and secure nest egg 
see their retirement savings evaporate as the company unraveled? 

We also have the responsibility of asking to what extent did outdated federal 
pension laws contribute to Enron’s fall and the fate of its workers’ 401(k) plan? 
Today we begin the process of asking all of those questions. 

As our committee begins hearings this week into the Enron collapse, we do so with 
a firm commitment to identify further reforms that promote security, education, and 
freedom for employees who’ve saved all their lives for a secure retirement. 

Last week, President Bush sent a clear message to Congress that he was committed 
to addressing the Enron tragedy by calling for new safeguards to help workers 
preserve and enhance their retirement savings. 

The President followed up his State of the Union speech on Friday by announcing 
his proposal to restore Americans’ confidence in the security of their pension plans. 
His recommendations include: (1) providing workers greater freedom to diversify 
and manage their own retirement funds; (2) ensuring that senior corporate 
executives are held to the same restrictions as average American workers during 
"blackout periods"; (3) giving workers quarterly information about their 
investments; and (4) expanding workers’ access to investment advice. 

We look forward to Secretary Chao telling us more about the President’s pension 
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reform proposal, as well as the Department of Labor’s role in overseeing pension 
plans and its Enron investigation. 

While the ongoing investigations by the Bush Administration and Congress will 
reveal the extent to which Enron’s employees may have been the victims of 
criminal wrongdoing or neglect, it is already evident that Enron’s employees are the 
victims of an outdated federal law that continues to needlessly deny rank-and-file 
workers access to quality investment advice. 

Media reports have indicated that there were several windows of opportunity before 
and after the blackout of the Enron 401(k) plan that employees had to sell their 
company stock and diversify their retirement savings. This tells us that some of 
Enron’s employees could have preserved their retirement savings if they had access 
to a professional adviser who would have warned them in advance that they should 
diversify their portfolio. 

Last November, the House took the first step toward giving rank-and-file workers 
the same access to professional investment advice that wealthy employees and 
executives have by passing the Retirement Security Advice Act. I’m very pleased 
President Bush and other members of the Administration have embraced this 
bipartisan bill. My hope is that the Senate will follow suit quickly in the same 
bipartisan spirit so that President Bush can sign this legislation into law' for 
America’s w'orkers. 

Investment advice may not be the only legislative change needed to prevent another 
Enron tragedy, however. The Enron collapse has provided tragic confirmation of 
the need for modernization of America’s pension laws — a problem Congress must 
now confront with a new urgency. 

American workers deserve the security of knowing there will be no more Enrons — 
and the freedom to continue to capitalize on opportunities to save and invest. We 
need to ensure that Americans workers are fully protected and fully prepared with 
the tools they need to protect and enhance their retirement savings. 
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TESTIMONY OF ELAINE L. CHAO 
SECRETARY OF LABOR 

BEFORE THE COMMITTEE ON EDUCATION AND THE WORKFORCE 


February 6, 2002 


Introductory Remarks 

Good morning Chairman Boehner, Ranking Member Miller, and Members of the 
Committee. Thank you for inviting me here today to share information about the 
Department’s role in enforcement and regulation under the Employee Retirement 
Income Security Act (ERISA). Over the past 28 years, ERISA has fostered the 
growth of a voluntary, employer-based benefits system that provides retirement 
security to millions of Americans. I am proud to represent the Department, the 
Pension and Welfare Benefits Administration (PWBA), and its employees, who 
work diligently to protect the interests of plan participants and support the growth 
of our pri vate pension and health benefits system. 

This Administration is very concerned about the impact of the Enron bankruptcy on 
its workers and retirees. On November 16, 2001, the Department of Labor began an 
investigation to determine whether violations of ERISA may have taken place. The 
Department also is assisting affected Enron workers, informing them of their rights 
and options with respect to health and retirement benefits. 

The Department also has been working diligently to evaluate current law and 
regulations, and has consulted extensively with the President’s domestic and 
economic policy teams on how to improve and strengthen the pension system. 

Although some reforms are necessary, we should not presume that the private 
pension system is irreparably "broken." In fact, the private pension system is a great 
success story'. Just two generations ago, a "comfortable retirement" was available to 
just a privileged few; for many, old age was characterized by poverty and 
insecurity. Today, thanks to the private pension system that has flourished under 
ERISA, the majority of American workers and their families can look forward to 
spending their retirement years in relative comfort. Today, more than 46 million 
Americans are earning pension benefits on the job. More than $4 trillion is invested 
in the private pension system. This is, by any measure, a remarkable achievement. 

As employers move toward greater use of "defined contribution" retirement plans, 
such as 401 (k) plans, we must nurture and protect employee choice, confidence and 
control over their investments. I welcome this opportunity to work with the 
Education and Workforce Committee, and recognize the leadership you provide in 
protecting workers’ pension assets, in raising necessary questions about the Enron 
situation and similar cases, and formulating policy to strengthen this country’s 
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retirement system. 

My testimony will describe ERISA’s background and regulatory framework; the 
trend towards greater use of "defined contribution" retirement plans and what that 
means for employers and employees; the Department’s role in enforcing ERISA 
and providing assistance to employees and their families; the Department’s actions 
regarding the Enron bankruptcy; and the President’s Retirement Security Plan to 
improve our current laws to ensure retirement security for all American workers, 
retirees and their families. 

ERISA 

The fiduciary provisions of Title I of ERISA, which are administered by the Labor 
Department, were enacted to address public concern that funding, vesting and 
management of plan assets were inadequate. ERISA’s enactment was the 
culmination of a long line of legislative proposals concerned with the labor and tax 
aspects of employee benefit plans. Since its enactment in 1974, ERISA has been 
strengthened and amended to meet the changing retirement and health care needs of 
employees and their families. The Department’s Pension and Welfare Benefits 
Administration is charged with interpreting and enforcing the statute. The Office of 
the Inspector General also has some criminal enforcement responsibilities regarding 
certain ERISA covered plans. 

Under ERISA, the Department has enforcement and interpretative authority over 
issues related to pension plan coverage, reporting, disclosure and fiduciary 
responsibilities of those who handle plan funds. Additionally, the Labor Department 
regularly works in coordination with other state and federal enforcement agencies 
including the Internal Revenue Service, Federal Bureau of Investigation, and the 
Securities and Exchange Commission. Another agency with responsibility for 
private pensions is the Pension Benefit Guaranty Corporation, which insures 
defined-benefit pensions. 

ERISA focuses on the conduct of persons (fiduciaries) who are responsible for 
operating pension and welfare benefit plans. Such persons must operate the plans 
solely in the interests of the participants and beneficiaries. If a fiduciary’s conduct 
fails to meet ERISA’s standard, the fiduciary is personally liable for plan losses 
attributable to such failure. 

Trends in Pension Coverage 

There are two basic categories of pension plans — defined benefit and defined 
contribution. Defined benefit plans promise to make payments at retirement that are 
determined by a specific formula, often based on average earnings, years of service, 
or other factors. In contrast, defined contribution plans use individual accounts that 
may be funded by employers, employees or both; the benefit level in retirement 
depends on contribution levels and investment performance. 
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Over the past 20 years, the employment-based private pension system has been 
shifting toward defined contribution plans. The number of participants in these 
plans has grown from nearly 12 million in 1975 to over 58 million in 1998. Over 
three-fourths of all pension-covered workers are now enrolled in either a primary or 
supplemental defined contribution plan. Assets held by these plans increased from 
$74 billion in 1975 to over $2 trillion today. 

Most of the new pension coverage has been in defined contribution plans. Nearly all 
new businesses establishing pension plans are choosing to adopt defined 
contribution plans, specifically 401 (k) plans. In addition, many large employers 
with existing defined benefit plans have adopted 401(k)s and other types of defined 
contribution plans to provide supplemental benefits to their workers. 

Most workers whose 401(k) plans are invested heavily in company stock have at 
least one other pension plan sponsored by their employer. Just 1 0 percent of all 
company stock held by large 401 (k) plans (plans with 100 or more participants) was 
held by stand-alone plans in 1996; the other 90 percent was held by 401 (k) plans 
that operate alongside other pension plans, such as defined benefit plans covering 
the same workers. 

Although there has been a shift to defined contribution plans, defined benefit plans 
remain a vital component of our retirement system. Under defined benefit plans, 
workers are assured of a predictable benefit upon retirement that does not vary with 
investment results. 

The trends in the pension system are a reflection of fundamental changes in the 
economy as well as the current preferences of workers and employers. The 
movement from a manufacturing-based to a service-based economy, the growth in 
the number of families with two wage earners, the increase in the number of part- 
time and temporary workers in the economy, and the increased mobility of workers 
has led to the growing popularity of defined contribution plans. 

Employers’ views have similarly changed. Increased competition and economic 
volatility have made it much more difficult to undertake the long-term financial 
commitment necessary for a defined benefit pension plan. Many employers 
perceive defined contribution plans to be advantageous while workers have also 
embraced the idea of having more direct control over the amount of contributions to 
make and how to invest their pension accounts. 

Emerging trends in defined contribution plans and workers’ job mobility make it 
increasingly important that participants receive timely and complete information 
about employment-based pension and welfare benefit plans in order to make sound 
retirement and health planning decisions. 

Employer Securities Under ERISA 

The investment of pension funds in the securities of a sponsoring employer is 
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specifically addressed by ERISA. ERISA generally requires that pension plan assets 
be managed prudently and that portfolios be diversified in order to limit the 
possibility of large losses. Indeed, under ERISA, traditional "defined benefit" 
pension plans are generally allowed to invest no more than 10 percent of their assets 
in employer securities and real property. However, ERISA includes specific 
provisions that permit individual account employer plans like 401(k) plans to hold 
large investments in employer securities and real property, with few limitations. 

As a separate matter, employee stock ownership plans (ESOPs) are eligible 
individual account plans that are designed to invest primarily in qualifying 
employer securities. Congress also has provided a number of tax advantages that 
encourage employers to establish ESOPs. By statutory design, ESOPs are intended 
to promote worker ownership of their employer with the goal of aligning worker 
and employer interests. They are statutorily required to hold at least 50 percent of 
their assets in employer stock. On average, ESOPs held approximately 60 percent in 
employer securities in 1996. 

The legislative history of ERISA provides us with some of the rationale behind 
these exceptions to the rules regarding diversification. First, Congress viewed 
individual account plans as having a different purpose from than defined benefit 
plans. Also, Congress noted that these plans had traditionally invested in employer 
securities. 

In 1997, Congress amended ERISA to limit the extent to which a 401(k) plan can 
require workers to invest their contributions in employer stock. The rule generally 
limits the maximum that an employee can be required to invest in employer 
securities to 10 percent. The rule, however, does not limit the ability of workers to 
voluntarily invest in employer stock. Furthermore, the rule does not apply to 
employer matching contributions of employer stock or ESOPs. 

Recent data indicates that 401 (k) plans holding significant percentages of assets in 
employer securities tend to be very large, though few in number. Currently, almost 
19 percent of all 401(k) assets, or about $380 billion, is invested in company stock. 
The distribution of holdings of employer securities is very uneven, however, with 
most 401(k) plans holding very small amounts or no employer stock. Fewer than 
300 large plans (those with 100 or more participants), or just one percent of all 401 
(k) plans, invested 50 percent or more in company stock in 1996. 

Because the plans heavily invested in company stock tend to be very large (with an 
average of 2 1 ,000 participants), the number of workers affected and the amount of 
money involved are substantial. In 1996, just 157 plans held $100 million or more 
in company stock. Together, these plans covered 3.3 million participants, and held 
$61 billion in company stock. 

A great deal of the 401(k) money invested in company stock is under the control of 
workers. When participants can choose how to invest their entire account and 
company stock is an option, participants invest 22 percent of assets overall in 
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company stock. However, when employers mandate 401(k) plan investments into 
employer stock, workers choose to direct higher portions of the funds they control 
into employer stock. In these plans, participants direct 33 percent of the assets they 
control into company stock. 

If a 401(k) plan provides workers with the right to direct their account investments, 
and the plan is determined to have complied with section 404(c) of ERISA, then 
plan fiduciaries are relieved of liability regarding the consequences of participants’ 
investment choices. The Department’s Section 404(c) regulations are designed to 
ensure that workers have meaningful control of their investments. Among other 
things, employees must be able to direct their investments among a broad range of 
alternatives, with a reasonable frequency, and must receive information concerning 
their investment alternatives. 

PWBA Actions: Immediate Response to Enron 

We are bringing to bear our full authority under the law to provide assistance to 
workers affected by situations such as the recent Enron bankruptcy. 

The Department of Labor has made a concerted effort to respond rapidly to 
situations such as Enron. In these circumstances, there are two aspects to our 
efforts: to help the workers whose benefits may be placed at risk and to conduct an 
investigation to determine whether there has been any violation of the law. 

On November 16, 2001, over two weeks before Enron declared bankruptcy, the 
Department launched an investigation into the activities of Enron’s pension plans. 
Our investigation is fact intensive with our investigators conducting document 
searches and interviews. The investigation is examining the full range of relevant 
issues to detennine whether violations of ERISA occurred, including Enron’s 
treatment of their recent blackout period. 

Blackout periods routinely occur when plans change service providers or when 
companies merge. Such periods are intended to ensure that account balances and 
participant information are transferred accurately. Blackout periods will vary in 
length depending on the condition of the records, the size of the plan, and number 
of investment options. While there are no specific ERISA rules governing blackout 
periods, plan fiduciaries are obliged to be prudent in designing and implementing 
blackout periods affecting plan investments. 

In early December, it became apparent that Enron would enter bankruptcy. Because 
the health and pension benefits of workers were at risk, we initiated our rapid 
response participant assistance program to provide as much help as possible to 
individual workers. 

On December 6 and 7, 2001, the Department, working directly with the Texas 
Workforce Commission, met on-site in Houston with 1200 laid-off employees from 
Enron to provide information about unemployment insurance, job placement. 
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retraining and employee benefits issues. PWBA’s staff was there to answer 
questions about health care continuation coverage under COBRA, special 
enrollment rights under HIPAA, pension plans, how to file claims for benefits, and 
other questions posed by the employees. We also distributed 4500 booklets to the 
workers and Enron personnel describing employee benefits rights after job loss, and 
provided Enron employees with a direct line to our benefit advisors and to nearby 
One-Stop reemployment centers. These services were made available nationwide to 
other Enron locations. 

PWBA regularly works throughout the country to assist employees facing plant 
closings, job loss or a reduction in hours, and subsequent loss of employee benefits. 
Our regional offices make it a top priority to offer timely assistance, education and 
outreach to dislocated workers. 

I am pleased to announce that we have just activated a new Toll Free Participant 
and Compliance Assistance Number, 1-866-275-7922 for workers and employers to 
make inquiries regarding their retirement and health plans and benefits. The Toll 
Free Number is equipped to accommodate English, Spanish, and Mandarin 
speaking individuals. Callers will be automatically linked to the PWBA Regional 
Office servicing the geographic area from which they are calling. Benefits Advisors 
will be available to respond to their questions, assist workers in understanding their 
rights or obtaining a benefit, and assist employers or plan sponsors in understanding 
their obligations and obtaining the necessary information to meet their legal 
responsibilities under the law. Callers may also access our publications hotline 
through this number or they may access them on the PWBA website. Some of the 
publications available are: Pension and Health Care Coverage - Questions & 
Answers for Dislocated Workers, Protect Your Pension, Health Benefits Under 
COBRA, and many more. Workers and employers may also submit their questions 
or requests for assistance electronically to PWBA through our website, 
www.askpwba.dol.gov . 

PWBA Benefits Advisors also provide onsite assistance in conjunction with 
employers and state agencies to unemployed workers - conducting outreach 
sessions, distributing publications, and answering specific questions related to 
employee benefits from workers who are facing job loss. In FY 2001, we 
participated in onsite outreach sessions for workers affected by 140 plan closings. 
So far this year, we have participated in 106 rapid response events reaching nearly 
40,000 workers. 

The Rapid ERISA Action Team (REACT) enforcement program is designed to 
assist vulnerable workers who are potentially exposed to the greatest risk of loss, 
such as when their employer has filed for bankruptcy. The new REACT initiative 
enables PWBA to respond in an expedited manner to protect the rights and benefits 
of plan participants. Since introduction of the REACT program in 2000, we have 
initiated over 500 REACT investigations and recovered over $10 million dollars. 

Under REACT, PWBA reviews the company’s benefit plans, the rules that govern 
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them, and takes immediate action to ascertain whether the plan’s assets are 
accounted for. We also advise all those affected by the bankruptcy filing, and 
provide rapid assistance in filing proofs of claim to protect the plans, the 
participants, and the beneficiaries. PWBA investigates the conduct of the 
responsible fiduciaries and evaluates whether a lawsuit should be filed to recover 
plan losses and secure benefits. 

Our investigation of Enron was begun under REACT. Because 1 do not want to 
jeopardize our ongoing Enron investigation, I cannot discuss the details of the case. 
Without drawing any conclusions about Enron activities, I will attempt to briefly 
describe what constitutes a fiduciary duty under ERISA, how that duty impacts on 
investment in employer securities, the duty to disclose, and the ability to impose 
blackout periods. 

Determining whether ERISA has been violated often requires a finding of a breach 
of fiduciary responsibility. Fiduciaries include the named fiduciary of a plan, as 
well as those individuals who exercise discretionary authority in the management of 
employee benefit plans, individuals who give investment advice for compensation, 
and those who have discretionary responsibility for administration of the pension 
plan, 

ERISA holds fiduciaries to an extremely high standard of care, under which the 
fiduciary must act in the sole interest of the plan, its participants and beneficiaries, 
using the care, skill and diligence of an expert - the "prudent expert" rule. The 
fiduciary also must follow plan documents to the extent consistent with the law. 
Fiduciaries may be held personally liable for damages and equitable relief, such as 
disgorgement of profits, for breaching their duties under ERISA. 

While a participant or beneficiary can sue on their behalf of the plan, the Secretary 
of Labor can also sue on behalf of the plan, and pursue civil penalties. We have 683 
enforcement and compliance personnel and 65 attorneys who work on ERISA 
matters. In calendar year 2001 , the Department closed approximately 4,800 civil 
cases and recovered over $662 million. There were also 77 criminal indictments 
during the year, as well as 42 convictions and 49 guilty pleas. 

President Bush’s Plan 

Less than one month ago, President Bush formed a task force on retirement security 
and asked me. Treasury Secretary O’Neill and Commerce Secretary Evans to 
analyze our current pension rules and regulations and make recommendations to 
ensure that people are not exposed to losing their life savings as a result of a 
bankruptcy. In his State of the Union speech, the President reiterated his 
commitment to improving the retirement security of all Americans. 

The President’s Retirement Security Plan, announced on February 1, would 
strengthen workers’ ability to manage their retirement funds more effectively by 
giving them freedom to diversify, better information, and access to professional 
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investment advice. It would ensure that senior executives are held to the same 
restrictions as American workers during temporary blackout periods and that 
employers assume full fiduciary responsibility during such times. 

Under current law, workers can be required to hold company stock in their 401 (k) 
plans for extended periods of time, often until they reach a specified age. Workers 
lack the certainty of advance notice of blackout periods when they cannot control 
their accounts, lack access to investment advice and lack useful information on the 
status of their retirement savings. The President* Retirement Security Plan will 
provide workers with confidence, choice and control of their retirement future. 

The President’s plan would increase workers’ ability to diversify their retirement 
savings. The Administration believes employers should continue to have the option 
to use company stock to make matching contributions, because it is important to 
encourage employers to make generous contributions to workers’ 401(k) plans. 
However, workers should also have the freedom to choose how they wish to invest 
their retirement savings. The President’s Retirement Security Plan will ensure that 
workers can sell company stock and diversify into other investment options after 
they have participated in the 401 (k) plan for three years. 

The President is also very concerned about blackout periods, and the Retirement 
Security plan suggests changes to make blackout periods fair, responsible and 
transparent. Our proposal creates equity between senior executives and rank and file 
workers, by imposing similar restrictions on senior executives’ ability to sell 
employer stock while workers are unable to make 401 (k) investment changes. It is 
unfair for workers to be denied the ability to sell company stock in their 401(k) 
accounts during blackout periods while senior executives do not face similar 
restrictions with regard to the sale of company stock not held in 401(k) accounts. 
Because the oversight of stock transactions of senior executives may go beyond the 
jurisdiction of the Department of Labor’s regulation of pension plans, I will work 
with the appropriate agencies to develop equitable refonn. 

The President’s Retirement Security Plan ensures that workers will have ample 
opportunity to make investment changes before a blackout period is imposed by 
requiring that they be given notice of the blackout period 30 days before it begins. 
Although employers regularly give advance notice of pending blackout periods, an 
explicit notice provision will give workers assurance that they will know when a 
blackout period is expected. 

As my testimony stated, ERISA may limit the liability of employers when workers 
are given control of their individual account investments. The President’s 
Retirement Security Plan would amend ERISA to ensure that when a blackout 
period is imposed and participants are not in control of their investments, fiduciaries 
will be held accountable for treating their workers’ assets as carefully as they treat 
their own. Of course, employees would still have to prove that the employer 
breached a fiduciary duty in order to seek damages. 
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The President’s plan calls on the Senate to pass H. R. 2269 - the Retirement 
Security Advice Act - which passed the House with an overwhelming bipartisan 
majority. This Committee and Chairman Boehner, the bill’s sponsor, are to be 
commended for their dedication to promoting professional advice for workers. I am 
proud that my Department has worked closely with many of you to pass the 
legislation. The bill would encourage employers to make investment advice 
available to workers and allow qualified financial advisers to offer advice if they 
agree to act solely in the interests of the workers they advise. Partnered with the 
proposed increased ability for workers to diversify out of employer stock, 
investment advice services will be more critical than ever. 

Finally, the Administration recognizes that workers deserve timely information 
about their 401 (k) plan investments. To enable workers to make informed decisions, 
the President’s Retirement Security Plan will require employers to give workers 
quarterly benefit statements that include information about their individual 
accounts, including the value of their assets, their rights to diversify, and the 
importance of maintaining a diversified portfolio. As Secretary of Labor, I would be 
given authority to tailor this requirement to the needs of small plans. Again, in 
combination with investment advice and the ability to diversify, quarterly, 
educational benefit statements will give workers the tools they need to make sound 
investment decisions. 

Conclusion 

The private pension system is essential to the security of American workers, retirees 
and their families. While the current scrutiny is appropriate and welcome, we must 
strengthen the confidence of the American workforce that their retirement savings 
are secure. The challenge before us today is to strengthen the system in ways that 
enhance its ability to deliver the retirement income American workers depend on. 
We must accomplish this without unnecessarily limiting employers’ willingness to 
establish and maintain plans for their workers or employees’ freedom to direct their 
own savings. The President’s Retirement Security Plan strikes just such a balance. 

We look forward to working with Chairman Boehner and members of this 
Committee in continuing this discussion and in developing ways to achieve greater 
retirement security for all Americans. 
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Statement of Congresswoman Roukema 
Committee on Education and the Workforce Hearing: 

The Enron Collapse and its 
Implications for Worker Retirement Security 
Wednesday, February 6, 2002 

Thank you Mr. Chairman for bringing this important issue before the Committee. Like you, I 
am deeply concerned about Enron employees and retirees who invested a substantial portion of 
their retirement assets in Enron stock and are now facing financial uncertainty. 

By virtue of my service on two key Committees - the Committee on Education and 
Workforce and the Committee on Financial Services — I wear more than one hat when it comes 
to Enron. 

As you know, the Financial Services Committee started a series of hearings this week 
designed to determine if the regulatory system failed in the Enron case, and how reforms could 
correct any obvious shortcomings. I have been active on the Financial Services Committee in 
this area and am anxious to leant as much as I can about Enron’s corporate activities, their 
accounting procedures and the auditing practices of Arthur Andersen. 

In this Committee, our focus is retirement security. The issues raised by the Enron 
bankruptcy have serious implications for millions of Americans who depend on their employers’ 
pension plans for their retirement. Our actions as a Committee have the potential to protect 
nearly 50 percent of American households. We cannot take this charge lightly. 
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Since the enactment of ERISA in 1 974, almost half of American households have joined the 
“shareholder society” by investing in the stock market, many through their employer-provided 
defined contribution plans. Today, 42 million workers hold 401(k) accounts amounting to $2.0 
trillion in retirement assets. Private pension plans - including 401(k)s — are crucial to retirement 
security for millions of Americans. These workers need to have full confidence in the security of 
their pension plans. 

We have spent considerable time over the years promoting expanded pension coverage and 
portability. But we have also tried to ensure that American workers’ pensions and retirement 
savings are protected. I have always argued that there are three necessary components of a 
successful retirement system: (1) accessibility; (2) security; and (3) information. These are 
exactly the issues that we are facing today. We need to provide our workers easier access to 
pensions so that they have the ability to save for retirement. We must ensure that retirement 
savings are secure. And we must ensure that workers have the information they need to make 
wise choices to fully achieve their retirement goals. 

The President is in full agreement on these points. His pension protection proposal includes 
all three of these principles, plus an important lesson we have learned from the Enron fiasco. We 
must hold employers to the same limitations faced by employees. 
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The President’s plan will: (1) provide workers greater freedom to diversify and manage their 
own retirement funds; (2) give workers quarterly information about their investments and rights 
to diversify them; (3) expand workers’ access to investment advice; and (4) ensure that senior 
corporate executives are held to the same restrictions as average American workers during 
“blackout periods” and that employers assume full fiduciary responsibility during these times. 

In spite of the flaws exposed by the Enron debacle, we must be careful not to dissuade 
employers from providing such plans to their workers. Even while we make reforms to protect 
retirement savings, we must continue to encourage employers to make generous contributions to 
workers’ 401 (k) plans, including stock options. 

Workers must also be free to choose how to invest their retirement savings. It is not our 
role to tell employees how to manage their pension plans. However we can ensure that 
employees have the ability to sell company stock and diversify into other investment options. 
And we can also guarantee employees access to information and advice regarding their pensions 
and investments. We have already recognized the importance equipping workers with the 
knowledge to make wise decisions for their future, but we must now make this proposal a reality. 

I am committed to strengthening the retirement security of workers and their families. I 
look forward to this hearing to thoroughly analyze whether employers are complying with 
current federal standards and assess how well we currently protect plan participants. 
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Opening Statement 
Congressman Fred Upton 

Member, House Education and the Workforce Committee 
Hearing on “The Enron Collapse and its Implications for 
Worker Retirement Security” 
February 6, 2002 


The collapse of Enron is the subject of a number of congressional inquiries 
and investigations. From faulty accounting gimmicks and misleading 
information to the disgraceful shredding of documents, Enron’s actions have 
made it an eyesore and an embarrassment to businesses that play by the 


rules. 


It is the duty of Congress to get to the bottom of these egregious acts. 
However, of most importance to me is the effect of the Enron collapse and 
ensuing scandal on worker's pensions. The real shame is the fact that Enron 
executives made millions while company employees lost almost everything. 
I come from the school of thought that employers should take care of and 
protect their employees - not purposely mislead them in the name of 
corporate and individual profit. Some of these employees lost their entire 
savings because of the possibly illegal acts of Enron executives. While 
these allegations remain to be proven, it is clearly apparent to the average 
person that Enron abused the trust and loyalty of its employees. 
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It is clear that Congress must act to create safeguards to protect the 
retirement security of all Americans. However, we must do so decisi vely 
withou t infringing on the rights of employees to invest their money as they 
see fit. At the same time, we must continue to encourage businesses to 
match employee contributions and stop short of any proposal that imposes 
onerous prescriptives which will discourage these important contributions. 

Secretary Chao, thank you for agreeing to come before this committee to 
discuss the Administration's pension reform proposal. President Bush took 
the initiative to establish an interagency task force to look at ways to protect 
worker retirements, and I am eager to learn more about this proposal and the 
Department of Labor’s investigation into Enron’s activities. 

I was especially pleased to learn that the President's pension refonn 
proposals would give employees the right to sell company stocks and 
diversify into other investment options after they have participated in a 
401 (k) plan for three years. This is sure to give employees more control of 


their retirement income. 
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Chairman Johnson. Chairman Boehner, and Secretary Chao, I look forward 
to furthering the President’s proposal. 
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Congressman Donald M. Payne 

Statement for “ The Enron Collapse and Its Implications for Worker Retirement Security " 

February 6, 2002 


Thank yon, Mr. Chairman for holding this hearing on what should be the most 
important issue of the Enron scandal, protecting the American worker. We are here today 
to deal with a very serious issue and apply the intellect, patriotism, and immense will 
public service that is embodied in this committee to assist those who need us the most. 

What hurts many of my colleagues and I so much is the lack of integrity and 
concern the managers, board members and accountants have had for the employees at 
Enron. The cozy relationship between auditor and company cost the employees a 
staggering $1 billion and unfortunately there is little assistance current law can offer 
them. 1 2,000 dreams have vaporized, and 1 2,000 lives are suffering with the fall of 
Enron’s stock. While this number may be relatively small to some, the fact of the matter 
is, this could happen again. The Enron collapse highlights the underlying weakness in a 
pension system that is used by nearly 1 in 5 American workers. About 2,000 companies, 
covering 6 million of the nation's 40 million 40 1 (k) participants, offer their own stock as 
an option in the company's plan. A considerable number of these companies virtually 
require their employees to invest in company stock by making their matching 401 (k) 
contributions in that form. Furthermore, many of the companies making company stock 
contributions restrict employees from selling the stock until they are near retirement. 
Ladies and gentlemen, it is time for the rules to change. We cannot and must not let this 
catastrophe occur again. 
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This debacle draws attention to numerous despicable acts but most importantly highlights 
the lack of integrity this company possesses. What is integrity? Integrity is defined as a 
steadfast adherence to a strict moral or ethical code. Enron tore away from the very 
fabric of the word when they chose to gamble with people’s lives. 

Allowing their workers to grip their futures to company stock is more than a minor 
financial blunder; it’s a moral wrong. 

The Bush Administration remedy to this mess does little to address the larger 
issues of retirement security; workers could lose the protections if an employer converted 
a 401(k) plan into an employee stock ownership plan. 

We can all agree we cannot let this occur again. When employees’ holdings 
remain concentrated in their employers' stock, they run a higher risk of a major loss. The 
Miller bill seeks to correct loopholes, shifting less risk on our workers and put control of 
their money is their hands. 

Thank you again for holding this hearing on an issue of such great importance to 
the American workforce. 
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Questions for Secretary Chao 
Enron Hearing February 6, 2002 

I .Investment Advice : The Administration's proposed pension bill includes a 
provision that requires employers to provide investment advice for the worker. 
Investment advice was also included in H.R. 2269, which many of my colleagues 
suggest (sic) that some people would not have lost their retirement security if 
they had competent investment advice. I agree that advice is a crucial tool in 
retirement planning. What I do not agree with is the notion that an investment 
advisor, hired by the employer, would not have a conflict of interest, and provide 
unbiased guidance. 

1. Isn't it true that the Administration's bill does not provide 
independent verification for the employee? 

2. Does the worker have any outside resources, aside from the 
employer-hired advisor? 

3. Would the advisor be more likely to suggest purchasing the 
company stock because it is cheaper for the company versus 
compensating the employee with cash? 

Answer: The President's retirement security plan incorporates H.R. 3762, which 
passed the House with a bi-partisan majority on April 9 th . That legislation would 
require investment advisors to accept full fiduciary responsibility to act solely in 
the workers' best interest and to disclose any fees or relationships. Workers are 
in desperate need of professional investment advice. Their access to these 
services would be greatly limited if employers had to employ totally separate 
investment advisors rather than rely on financial institutions that offer other 
services to the plan sponsors. Of course, individuals would still be free to obtain 
advice from an outside source. It would be a violation of ERISA for a fiduciary 
advisor to recommend company stock because it would be cheaper for the 
company. The fiduciary advisor must make recommendations based solely on 
what is in the workers' best interests, not the company's. 

II. Government Oversight of Retirement Savings- The Department of Labor 
recently announced that it had reached an agreement with Enron's 
Administrative Committee to appoint an independent fiduciary to serve as 
fiduciary of the company's three retirement plans. As head of the Department of 
Labor, you generally do not get involved with oversight of individual pension 
plans, normally the Pension and Welfare Benefits Administration reviews these 
retirement plans. While reviewing the Administration's budget for fiscal year 
2003, it came to my attention that the Department of Labor expects to investigate 
1,000 less plans than they did in 2001. The Pension and Welfare Benefits 
Administration estimates that in fiscal year 2003, it will conduct 6,398 plan 
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reviews and investigations versus the 7,463 in 2001 (page 667 of the FY 2003 
Budget Appendix) 

4. Don't you think that the Department of Labor should review more 
pension plans? 

5. If there had been more oversight of pension plans, would the 
government have been able to minimize the mismanagement of 
Enron's retirement plans? 

6. Will you support full funding for this legislation? 

Answer: The Department's ERISA compliance efforts cannot prevent business 
failures or their potential impact on employee benefit plans. The recent 
legislation passed by the House on April 11 contains many of the President's 
pension reform proposals from the Retirement Security Plan announced in 
February. When enacted, these provisions will help mitigate the impact of 
business failures on employees. This legislation mandates that employees have 
more access to information about their benefits, allows workers to diversify their 
accounts more frequently, requires notice prior to any blackout period, prevents 
executives from selling stock while rank and file employees are in a black out 
period and encourages the provision of investment advice. 

None of our activities, by themselves, can guarantee the protection of all benefits 
from economic and financial market conditions. Nevertheless, we believe that a 
balanced, reasoned approach utilizing education and outreach, as well as 
compliance assistance and enforcement, will enhance and improve the security 
of retirement benefits, and will result in the American public having greater 
confidence in the system. 

To fully leverage its resources, PWBA - as well as most federal enforcement 
agencies — engages in "targeting." The term "targeting" refers to the process 
whereby specific individuals or entities are identified for investigation because of 
some indication that an ERISA violation may have occurred or may be about to 
occur. Through "targeting," PWBA seeks to identify situations and apply its 
enforcement resources to protect those employee benefit plan participants and 
beneficiaries whose security and livelihood are in the greatest danger of being 
harmed as a result of ERISA violations. Such methods focus on those situations 
where participants and beneficiaries are most susceptible to actual loss of 
benefits, or where "populations" of plan participants are potentially exposed to 
the greatest risk of falling victim to unlawful conduct. To help ensure that our 
limited resources go as far as possible, PWBA has also established programs, 
such as the Voluntary Fiduciary Corrections Program, that complements after- 
the-fact enforcement with compliance assistance and prevention, thereby 
enhancing the security of workers' retirement programs and benefits. 
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The vast majority of the projected decrease in investigations can be attributed to 
an improvement in PWBA's compliance assistance efforts regarding Form 5500 
reviews. As you know, plans sponsors are required to file annual Form 5500's 
that are used by the Department of Labor, the Internal Revenue Service, and the 
Pension Benefit Guaranty Corporation. 

In the past, PWBA performed Form 5500 reviews after the receipt of filings, and 
considered such reviews investigations. With the new EFAST system allowing 
Form 5S00’s to be processed electronically, PWBA is able to shift its investigative 
efforts to proactive "Help Desk" assistance in order to advise plan sponsors with 
their filing questions. 

Additionally, PWBA is developing a baseline to establish the quality of plan 
audits. This baseline is constructed through the examination of a statistical 
sample of plan filings. Neither these sample audits, nor the "Help Desk" 
assistance, are counted as investigations, and therefore the number of 
investigations is expected to decline. The funding provided in the President's 
FY03 budget request is sufficient to carry out our mission of protecting the 
retirement benefits of working and retired Americans. 

Ill: Executive Buyouts vs. Retiree Health Benefits - ERISA was enacted to 
protect the retirement assets of the working person. Much has been said about 
the importance of retirement security in the form of pension plans. I want to talk 
about another form of retirement security, something else that an employer may 
sponsor on behalf of their workforce in order to compensate them for years of 
service and dedication: retiree health benefits. Retiree health benefits are not 
covered by ERISA. While we are trying to make workers whole, we should 
address this very important issue. I want to bridge the gap between the 
executives who are left on the payroll of companies that are financially troubled, 
while retiree health benefits are stripped. 

7. Do you think we should close this loophole? 


Answer: Please be assured that this Administration is concerned about 
employer-provided retiree health coverage. 

The principal statute that governs retiree health benefits is the Employee 
Retirement Income Security Act of 1974 (ERISA). Under ERISA, employers are 
free to provide health benefit programs, including coverage for retirees, on a 
voluntary basis. ERISA requires that group health plans pay for the benefits 
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that are promised, including retiree health benefits. However, the law does not 
permit substantial advance funding of future retiree health benefits. 

Most employers do reserve the right to adapt benefit programs to changing 
circumstances in the terms of the plans that they sponsor, including modifying 
benefits, adjusting premiums or terminating plans. Over the last decade, a 
change in the corporate accounting rules (Financial Accounting Standard 106, 
which requires companies to carry retiree health obligations as a liability on the 
balance sheet) and rising health costs have led some employers to reduce or 
eliminate benefits prospectively. In a few cases, plan sponsors have terminated 
benefits completely. 

Retiree health coverage poses numerous public policy challenges because it 
involves not only private sector employers and limitations on advance funding, 
but also the Medicare program and other factors such as the rising cost of 
prescription drugs. I believe we must address retiree health issues in a 
comprehensive fashion, in conjunction with Medicare reform. Mandating retiree 
coverage under private voluntary health plans, however, would have the 
predictable result of discouraging employers from offering health benefits at all. 
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ENFORCEMENT ACCOMPLISHMENTS, CALENDAR YEAR 2001, U.S. 
DEPARTMENT OF LABOR, WASHINGTON, D.C. 
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Criminal Enforcement Accomplishment - Calendar Year 2001 


79 




Ufcw Lu 1 Health & Welfare Fund Mannella, Mario Guilty Plea Other 

Ufcw Lu 1 Health & Welfare Fund Cannistra, Patrick Guilty Plea Other 

Ufcw Lu 1 Health & Welfare Fund Barron, Donald Guilty Plea Other 



Charges 1 ■ - Charges 2: 


80 


m <d 
<= c 
CD CD 
CD CO 
CD 03 
03 03 

>. >s 

o o _ 

Q. Q. T3 

jo lD i§ S 

aPPro 
S3 'Z 'Z 

Q C C ^ 
»_ S3 03 « 

See; 

O ® J ? 
T3 N N 
CO N N 5 

£ £ S w 

o E E 1 

■*- LU LU ro 


O O O O 
CO CO 00 00 

3 H D D 

CD CO CO CO 


OOUOOOOOOOOOUOUOO 

cocococococococococococococooocooo 

D33Z)=>Z)=)rODr>=)Z)=>=333Z> 


O O Q O 
CO CO CO CO 
D D DD 
co co co co 


18 USC 1347 - Health Care Fraud 1 8 USC 669 - Theft or Embezzlement in connection with Health Care 

18 USC 664 - Theft or Embezzlement from Employee Benefit Plan 



Kurt Claywelt As Trust Of Clay Claywell, Kurt Guilty Plea Trustee (Individual) 

Fraternal Insurance Grp Inc. Pereira, Paul J. Guilty Plea Plan Administrator 

Bloch Industries Inc Shambo, Paul Guilty Plea Trustee (Individual) 

Bloch Industries Inc Lohwater, Michael Guilty Plea Trustee (Individual) 


81 


OOOOOOOOOCOCOCOOOOOOOOOOCOOCOCOOOOfOCOOOOCO 


CDOOCDOOOOOOOOtDOOOOLOOCO-^rOOOOOOOOOOOOO 


OCMOCD'^-lOLDCOOOLnOOOOOOinoO'^-CDO 


£ co £ a) 5 £ 

O O £ O 5 O O I 


C CD CD CD CO CO CO 

7= 3 3 3 3 3 3 

too "O “CJ "O "O i— 

■o 5 5 5 5 "5 CD 

< — > £ > > > .> D. 

; o o j o o o o aj 

^ C C £ CCCCOJ 

ID ® ID 12 o 

c'Ewcncc <n tA in <a ft & 

5 !c E E J 2 5 E E 2 2 a £ 

Okhhq-OhkhhccOi 


Q>CD(DCi 3 cDCD(i 3 o 3 cDQ 3 ci 3 cD<D<ijcD<i 3 d 3 d 3 ci)<] 3 Qj<ijcDQ 3 <D(D 


= 8 . I £ 5 - 3 “ is'zS 

S 1 = o ! slllio 

0 2 ‘j= .2 o.E O O o-lu< 


£ £ 2 
CD CD I- 
CO CO CO o> .CO 


x ® ® CD ® ' 

*9 C C O (D 

I? >U w 9 £ • 


c E c > > 

c sail! 

co o < ® £ £ 

9 - a b z 5 ® 

^ <D • -j ^ ^ 
3 0 uCU?r , >' 

J3 ii z o i2 £ 


^ x J- cncowc c 
«3 ffl ffl = ,E £ 3 2 

c c P P CD JO £1 

ESkmmtOO 

3ll^ = °? 

| 1 1 « « | S J 

U.LlIiDDI<< 


Affiliated Home Health Of Monroe, La. Laukhuff, Ralph (Randy) Guilty Plea Owner 

Affiliated Home Health Of Monroe, La. Yap, Kim Keong Guilty Plea Accountant 
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The ERISA Industry Committee 

ERIC 1400 L. Street, NW, Suite 350 Washington, D.C 20005-3509 TEL: (202) 789-1400 FAX: (202) 789-1120 


The ERISA Industry Committee 


STATEMENT ON 

INVESTMENTS IN EMPLOYER STOCK 
BY 

EMPLOYER-SPONSORED DEFINED CONTRIBUTION PLANS 
SUBMITTED TO 

THE COMMITTEE ON EDUCATION AND THE WORKFORCE 
OF THE UNITED STATES HOUSE OF REPRESENTATIVES 
FEBRUARY 6, 2002 


The ERISA Industry Committee (“ERIC”) is pleased to submit this statement 
regarding investments in employer stock by employer- sponsored defined contribution plans. 

ERIC is a nonprofit association committed to the advancement of the 
employee retirement, health, and welfare benefit plans of America's largest employers. 

ERIC's members provide comprehensive retirement, health care coverage, and other 
economic security benefits directly to some 25 million active and retired workers and their 
families. ERIC has a strong interest in proposals affecting its members' ability to deliver 
those benefits, their costs and effectiveness, and the role of those benefits in the American 
economy. 


In addressing the many issues raised by the Enron matter, Congress is faced 
with a difficult decision regarding the treatment of defined contribution plan investments in 
employer stock. As recent events demonstrate, although employees whose retirement 
benefits are based on the value of employer stock have the opportunity to enjoy substantial 
gains and an increase in their retirement benefits if the stock price appreciates, they also are 
exposed to the risk that the value of the stock will fall and a concomitant reduction in their 
retirement benefits. 


88 


On the other hand, voluntary employer- sponsored retirement plans, including 
plans that invest in employer stock, have been enormously successful in providing retirement 
benefits to employees. If Congress responds excessively to the risks associated with stock- 
based plans by imposing restrictions that prevent these plans from meeting employers’ 
business needs. Congress will have addressed one risk by creating a different and more 
dangerous risk: that millions of employees will be unable to share in their employers’ 
success. In addition, excessive legislative limits on investments in employer stock may cause 
employers to reduce their commitments to their plans, resulting in significant reductions in 
employees’ retirement savings. 

The task facing Congress is made more difficult because the issues do not 
relate solely to employer- sponsored retirement plans. Marty of the issues relate to the 
accuracy, adequacy, and timeliness of the disclosures made to shareholders generally, 
including those who hold stock outside of an employer- sponsored plan. The way in which 
such disclosure issues are resolved could affect, and to some extent may obviate. Congress’s 
decisions regarding the stock held by an employer-sponsored plan. 

Employee accounts in employer- sponsored § 401(k) and other defined 
contribution plans are a major source of retirement savings for employees and their families. 

As of the end of 2000, approximately 42 million employees had accounts in § 40 1 (k) plan 
accounts, representing $1.8 trillion in assets. 1 

At the same time, employer-sponsored retirement plans are voluntary 
arrangements. Employers are not required to sponsor retirement plans for their employees; 
they are not required to contribute to their profit sharing and stock bonus plans; and they are 
not required to make matching contributions to their § 40 1 (k) plans. Total § 40 1 (k) plan 
contributions are clearly higher, however, in plans where the employer matches employee 
contributions than in plans where there is no employer match. 2 

Employee stock ownership, stock bonus, and other stock-based plans are not 
only permitted by ERISA, they are strongly and affirmatively promoted by numerous 
provisions of law that have encouraged employers for nearly a century — since 1921— to 
maintain stock-based defined contribution plans for their employees. 3 

Employer stock plans serve the important purpose of aligning the interests of 
employees with the interests of the employer’s business and encouraging employees to be 
attentive to the interests of the business. The following simple anecdote illustrates this point. 
After one company suffered losses because its delivery people regularly discarded expensive 


1 Sarah Holden & Jack VanDerhei, “401 (k) Plan Asset Allocation, Account Balances, and Loan Activity in 
2000,” Employee Benefit Research Institute Issue Brief at 3 (Nov. 200!). 

2 Sarah Holden & .Tack VanDerhei, “Contribution Behavior of 401 (k) Plan Participants,” Employee Benefit 
Research Institute at 10 (Oct. 2001) “total contribution rates for participants in plans with employer 
contributions were 2.8 percentage points higher than total contribution rates for participants in plans without 
employer contributions” (footnotes omitted)). 

J See, e.g., Revenue Act of 1921, § 219(f) (tax exemption); Tax Reduction Act of 1975, P.L. 94-12, § 301, Tax 
Reform Act of 1976, P.L. 94-455, § 803 (tax credit), and Revenue Act of ! 978, P.L 95-600, § 141 (tax credits) 
(repealed); IRC §§ 401(a) & 501(a) (tax exemption), 404(k) (dividend deduction) and 1042 (tax-deferred sales). 
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containers after they took the company’s merchandise out of the containers and placed the 
merchandise on retailers’ shelves, the company responded by printing the logo of its stock 
plan on the containers. The delivery people immediately got the point: they saw the 
connection between their returning the containers to the company for reuse and their own 
benefits from the company’s stock plan. The company, and its employee-owners, saved 
millions of dollars a year as a result of this program. 

Employee benefit plans thus serve important business purposes in addition to 
providing a safety net for retirement. A key business purpose is to attract and retain talented 
employees. Employers compete with each other for talented employees by, among other 
things, designing and offering benefit plans that respond affirmatively to current and 
prospective employees’ wishes and needs, which often include highly- valued access to the 
employer’s stock. 

Employer stock plans give employees the opportunity to purchase employer 
stock economically, conveniently, and tax-efficiently. Employees highly value the 
opportunity to invest in employer stock, the stock they know best 

Employees have benefitted enormously from participating in employer stock 
plans. These plans have allowed employees to benefit from substantial appreciation in the 
value of the companies that employ them. 

Congress should allow employees to make their own decisions regarding the 
diversification of their employee- directed accounts. Congress should not restrict an 
employee’s right to allocate all or part of his employee- directed account to any investment 
offered by the plan, including employer stock. 

Employees place great value on the freedom to make their own investment 
choices. Congress should not curtail their freedom. 

Employees who participate in employer stock plans are protected by ERISA’s 
fiduciary standards. ERJSA requires the fiduciaries of these plans to act prudently and solely 
in the interest of participants and beneficiaries, while taking into account the fact that 
employer stock plans are, by their very nature, designed to invest in employer stock. ERISA 
requires plan fiduciaries to communicate truthfully with participants and beneficiaries about 
the plan. 4 


The vast majority of major employers sponsor both defined benefit plans and 
defined contribution plans for their employees. In these circumstances, the employer’s 
defined contribution plan is only one component of the employer’s comprehensive retirement 
program; employees do not rely on the defined contribution plan alone for retirement 
security. As a result, it can be quite misleading to measure the diversification of an 
employee’s retirement savings by looking only at his § 401 (k) account. A substantial portion 
of many employees’ retirement savings is attributable to their benefits in the employer’s 
defined benefit retirement plan under which benefits are determined by the plan’s formula 
rather than the investment performance of the plan’s assets. 


4 See Verity Carp. v. Howe, 516 U.S. 489 (1996 ); see also 29 C.F.R. §§ 2550-404c-l(b)(2XiXB), -1(c)(2), - 
l(dX2)(>i)(E)(4). 
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The widely-reported losses suffered by participants in the plans of Enron 
Corporation has been attributed to the alleged misconduct of Enron officials. If the 
allegations are correct, the alleged misconduct goes well beyond a violation of ERISA's 
fiduciary standards. If the allegations of corporate misconduct are correct, they also suggest 
the possibility that federal securities laws have been violated. 


New fiduciary standards or new restrictions on holdings of employer stock under ERISA are 
not well-suited toward curbing conduct of the kind that has been alleged. 

ERIC favors vigorous enforcement of the federal securities laws and ERISA 
to assure that employees, and investors in general, have the information they need to make 
informed investment decisions. 

ERIC supports efforts to help employees to make their investment choices 
wisely. For example, ERIC supports changes in current law to make it more likely that 
employers will make investment advice available to plan participants. 

Employers’ willingness to contribute to their defined contribution plans is 
directly linked to the plans’ ability to meet the needs of employers and their employees. New 
restrictions on defined contribution plans that prevent these plans from meeting the needs of 
employers and employees will cause these plans to contract and will curtail employees’ 
retirement savings. 

Congress should preserve an employer’s freedom to require that its own 
contributions to a defined contribution plan be invested in employer stock. If employers are 
prohibited from requiring their contributions to defined contribution plans to be invested in 
employer stock, they are likely to curtail their contributions, thereby reducing employees' 
retirement savings. 

Moreover, new restrictions on investments in employer stock by defined 
contribution plans will encourage employers to replace these plans with stock plans that are 
not subject to these restrictions, such as stock option and stock purchase plans. Stock option 
and stock purchase plans are not retirement plans and are not designed to promote retirement 
savings. They have quite different purposes and aims. Legislation that encourages 
employers to replace defined contribution retirement plans with stock option and stock 
purchase plans will reduce employees’ retirement savings. 

In any event, plans’ existing investments in employer stock, which were made 
in reliance on current law, should not be disrupted. Investments that have been made in 
accordance with current law should not be up-ended by new legal requirements. If plans are 
required to dispose of their existing stock holdings, or are subjected to new diversification 
requirements, the market for the employer’s stock is likely to be destabilized, harming the 
interests of stockholders in general and plan participants in particular. 

Temporary suspensions in trading activity (“blackout periods”) in participant- 
directed plans are often necessary to accommodate changes in plan administration, such as a 
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change in the plan’s record-keeper, a change in the plan’s administrative system, or a merger 
with another plan. Blackout periods also occur for unanticipated reasons, such as a power 
outage, a computer failure, or terrorist activity. 

Although many employee-directed defined contribution plans permit 
employees to change the way their accounts are invested on a daily basis, plans are not 
required to permit daily changes in investments, and the vast majority of employees do not 
make daily changes. Indeed, daily investment changes are often discouraged. Frequent 
trading is inconsistent with the plan’s role a vehicle for long-tenn retirement savings. 

ERISA’s current fiduciary standards appropriately regulate plan 
administrators’ decisions regarding (a) the need for a blackout period, (b) the duration of any 
blackout period, (c) the need for, and timing and content of, a notice to plan participants 
regarding the blackout period, and (d) the timing of the blackout period itself. 

Imposing additional legislative restrictions on blackout periods will 
discourage improvements in plan administration, to the detriment of plan participants. 
ERISA’s fiduciary standards require that employers retain die discretion to change plan 
record-keeper and computer systems even if such changes require the imposition of a brief 
blackout period. Legislation that imposes excessive restrictions on blackout periods would 
do serious damage to defined contributions plans and to the employees who participate in 
them. 


The issues under consideration are difficult. They should not be resolved 
without careful fact-finding and analysis. Hasty adoption of -well-intentioned but ill- 
considered legislation risks harming the very employees the legislation is designed to protect: 
the employees who participate in voluntary employer-sponsored plans. We urge the 
Committee to study the facts and the issues in depth before making recommendations. 

For our part, we intend to continue to study the issues and develop additional 
recommendations which we wiLl communicate to you promptly. 

We very much appreciate the opportunity to submit this statement We look forward to 
working constructively with the Committee and its staff on these challenging and important 
issues. 
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HEARING ON THE ENRON COLLAPSE AND ITS 
IMPLICATIONS FOR WORKER RETIREMENT SECURITY 


Thursday, February 7, 2002 


Committee on Education and the Workforce 
U.S. House of Representatives 
Washington, D.C. 


The Committee met, pursuant to call, at 10:10 a.m., in Room 2175 Rayburn House Office 
Building, Hon. John A. Boehner, Chairman of the Committee, presiding. 

Present: Representatives Boehner, Ballenger, Hoekstra, McKeon, Castle, Johnson, 

Hilleary, Ehlers, Fletcher, DcMint, Isakson, Biggert, Platts, Tiberi, Keller, Osborne, Culberson, 
Miller, Kildee, Owens, Payne, Mink, Andrews, Roemer, Scott, Woolsey, Rivers, McCarthy, 
Tierney, Kind, Sanchez, Ford, Kucinich, Wu, Holt, Solis, Davis, and McCollum. 

Staff Present: Christine Roth, Professional Staff Member; David Connolly, Jr., Professional 
Staff Member; Dave Thomas, Legislative Assistant; Paula Nowakowski, Staff Director; Ed Gilroy, 
Director of Workforce Policy; Allison Dembeck, Executive Assistant; Victoria Lipnic, Workforce 
Policy Counsel; Jo-Marie St. Martin, General Counsel; Patrick Lyden, Professional Staff Member; 
Molly McLaughlin Salmi, Professional Staff Member; Stephen Settle, Professional Staff Member; 
Kevin Smith, Senior Communications Counselor; Heather Valentine, Press Secretary; Maria 
Miller, Communications Coordinator; Deborah L. Samantar, Committee Clerk/Intem Coordinator. 
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John Lawrence, Minority Staff Director; Mark Zuckerman, Minority General Counsel; Cheryl 
Johnson, Counsel; Michele Vamhagen, Labor Counsel/Coordinator; Peter Rutledge, Senior 
Legislative Associate/Labor; Camille Donald, Legislative Associate/Labor; Dan Rawlins, Staff 
Assistant/Labor; Ann Owens, Clerk; Daniel Weiss, Special Assistant to the Ranking Member; 
Joycelyn Johnson, Staff Assistant; Joe Novotny, Staff Assistant/Education. 

Chairman Boehner. A quorum being present, the Committee on Education and the Workforce 
will come to order. 

I want to welcome everyone back for a second day of hearings on the collapse of Enron and 
its implications for worker retirement security. Under Committee rule 12(b) opening statements 
are limited to the Chairman or Ranking Member of the Committee. Therefore, if other Members 
do have opening statements, they will be included in the hearing record. 

Without objection, so ordered. 


OPENING STATEMENT OF CHAIRMAN JOHN A. BOEHNER, 

COMMITTEE ON EDUCATION AND THE WORKFORCE 

On December 2nd, 2001, the Enron Corporation filed the largest bankruptcy petition in U.S. 
history. The next day the company announced that it would lay off 4,000 of its 7,500 employees as 
part of a corporate restructuring program. 

Devastating losses in the company's employee 40 1 (k) plan left many loyal Enron employees 
without their retirement security. The stories told by Enron's employees are heart wrenching. The 
Enron collapse has sent chills down the spine of every American employee who has worked and 
saved for a safe, secure retirement. About 42 million American workers own 40 1 (k) accounts, with 
a total of nearly $2 trillion in assets. 

In the aftermath of Enron's fall, millions of workers across the country are now asking the 
obvious question; why did this happen and could it happen to me? One of the tragic realities of the 
situation is that it has rattled the confidence of American workers in this country's pension system, 
a system that, by and large, has served employees and their families very well. 

Even more tragic is the possibility that it could have been avoided. At least some of Enron's 
workers might have been able to preserve their nest eggs if Washington had taken some basic steps 
to update our pension laws. For example, many Enron employees might have had access to a 
professional investment adviser who could have warned them that too many eggs in one basket 
might be a bad thing. Current law enacted more than a quarter century ago before 40 1 (k) accounts 
were even envisioned denies workers this opportunity. 

Congress has taken some positive steps in the recent past to update our Nation's pension 
laws, and this Committee has been the focal point in those efforts. We passed the landmark 
reforms authored by my friend and colleague. Congressman Rob Portman. The reforms gave 
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workers portability, faster vesting and a host of other needed changes. We passed the Retirement 
Security Advice Act to give rank and file workers the same access to professional investment 
advice that wealthy executives have. 

But in spite of these efforts a lot of work still lies ahead. In the aftermath of Enron, this 
modernization effort is taking on a grim new urgency. In short, while investigations will reveal 
whether Enron's employees are the victims of illegal actions, we already know that they are victims 
of an outdated Federal law and unless Congress acts to update those laws, there may be more 
victims. That is not acceptable to me. I know it is not acceptable to my colleague and friend, Mr. 
Miller, and I don't think it is acceptable to the other Members of this Committee. 

President Bush has asked Congress to take action to strengthen worker retirement security 
and renew employee confidence in the pension system. He has put forth a serious plan to help 
Congress meet those goals. Among other things, the President's plan would bar senior corporate 
executives from selling company stock during times when workers are unable to trade in their own 
401(k) accounts. This would require that employees be given notice 30 days before the beginning 
of any blackout period. It would give employees greater freedom to sell company stock and 
diversify into other investment options. In addition, it calls for the Senate to pass the Retirement 
Security Advice Act that passed the House with broad bipartisan support. 

While the Members of this Committee have wide-ranging views on this subject, we all 
agree that we have a responsibility to act. Even before Enron's fall. Republicans and Democrats on 
this panel had worked for many months in a continuing effort to identify portions of ERISA that 
needed modernization. In light of that effort and in light of the testimony we heard yesterday from 
the Secretary of Labor and what I expect we will hear today, I believe that the President's plan 
provides an excellent starting point for legislative action in this Committee. 

I know that the Chairman of the Employer-Employee Relations Subcommittee, Mr. 

Johnson, shares my views, and together we will be introducing the President's proposal as the first 
step toward a consensus product that can be signed into law on behalf of American workers. I look 
forward to working with all of my colleagues on this Committee toward that goal. 

I also want to thank all of our witnesses for being here and your willingness to testify. We 
are all anxious to leam the facts of the Enron story related to retirement plans for employees, as we 
go forward with the legislative process. I look forward to our witnesses helping us all to better leam 
the lessons of Enron. 

I now yield to my colleague and friend from California, Mr. Miller, for his opening 
statement. 


OPENING STATEMENT OF CHAIRMAN JOHN A. BOEHNER, COMMITTEE ON 
EDUCATION AND THE WORKFORCE - SEE APPENDIX A 
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Mr. Miller. Thank you, Mr. Chairman. I do not have an opening statement. 

I would like to yield to Mr. Kildee for a couple of brief remarks and then to Mr. Roemer for 
the purpose of introducing of one of our witnesses. 

Mr. Kildee. I thank the gentleman for yielding. 

Mr. Chairman, yesterday during the first hearing on the Enron situation, I was in the 
Resources Committee for a 6-hour hearing on the Indian Trust Funds. The Indian Trust Funds so 
far have led to the Secretary of the Interior, Mrs. Norton, being held in contempt of court. I think 
that all of us have certain contempt for what happened at Enron, and we're here to find out why it 
happened and what we can do to prevent it from happening in the future. 

And I yield back the balance of my time. 

Chairman Boehner. Thank you. 

Mr. Roemer? 

Mr. Roemer. I want to thank my Ranking Member for yielding me time on this. 

I am very proud to have one of my constituents here as a witness to testify before our 
Committee today. Dr. Teresa Ghilarducci from the University of Notre Dame, an economics 
professor, is here with us to testify about some possible solutions to prevent future problems with 
our 401(k) pension systems. She gave eloquent and very articulate testimony last week at a meeting 
that George Miller and I had in my District with both unemployed and underemployed workers. 

So we very much look forward to your testimony and look forward to the opportunity to ask 
you some questions about what lies ahead to prevent future fiascoes. 

Thank you very much. 

Mr. Kildee. Thank you, Mr. Chairman. 

Chairman Boehner. It's now my pleasure to introduce our panel of witnesses. 

Our first witness today is Mr. Tom Padgett. Mr. Padgett is a Senior Lab Analyst at EOTT, 
an Enron subsidiary. 

Our second witness is Ms. Cindy Olson, the Executive Vice President Human Resources, 
Community Relations, and Building Services for the Enron Corporation. 

Our third witness will be Ms. Mikie Rath. Ms. Rath is the Benefits Manager for Enron. 
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Our fourth witness is Mr. Scott Peterson, Global Practice Leader for Defined Contribution 
Services at Hewitt Associates. 

And our fifth and final witness today is Professor Teresa Ghilarducci. She's Associate 
Professor, Department of Economics, University of Notre Dame, as you've heard, and has been a 
frequent witness here on this Committee. We welcome you back. 

Before you begin your testimony, I will ask each of you to take an oath, and you should be 
aware that it is unlawful to make a false statement to Congress while under oath. And in light of 
that, if you'd all please stand and raise your right hand. 


[Witnesses sworn.] 


Chairman Boehner. All the witnesses have indicated their willingness to do so. 

There are two more items of business that we want to deal with quickly before we get to the 
witnesses. We have many questions that we want answered today, and Mr. Miller and I have come 
up with an agreement that allows each side to spend a little more time than is usual on questions. 

Mr. Miller and I have agreed to equally divide 40 minutes, giving each side 20 minutes of 
time. We will alternate from the majority to the minority in 10-minute increments until the time is 
gone. After the 40 minutes is over, we'll return to regular order and the 5-minute rule for questions, 
starting with Members who have not had a chance to ask questions. 

With that said, I ask unanimous consent that 40 minutes be equally divided and controlled 
by the Chairman and Ranking Minority Member, used in 10-minute increments. Without 
objection, so ordered. 

Our second item of business I'd like to note for the record is that I made a request for the 
production of documents by the Enron Corporation. In compliance with my request, the 
corporation produced a large number of documents for both the Democrat and Republican 
Committee staff yesterday. I understand that the witnesses have not had an opportunity to review 
all of the documents produced for the Committee. Many of these documents contain certain private 
personal matters and proprietary interests. Hence, the Committee will release only certain 
documents today until the Committee has had sufficient time to determine how best to handle the 
releasing of information contained therein. 

As a result and with the concurrence of the Democrat Members of the Committee, there are 
several documents produced that I believe would be helpful to the Committee during the hearing 
today. These documents are in each of your folders and I would appreciate everyone's cooperation. 

At this time, I would like to ask unanimous consent to insert the following documents into 
the hearing record: (1) a copy of the Enron Corporation's savings plan document, which we will 
refer to as Exhibit 1, (2) copies of four e-mails sent to employees regarding the savings plan, which 
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we will refer to as Exhibit 2, (3) a copy of my letter to the corporation requesting certain 
documents, which we will refer to as Exhibit 3, and (4) a copy of the letter from Mr. Miller to the 
corporation also requesting certain documents, which we will refer to as Exhibit 4. Without 
objection, so ordered. 

Having said that, Mr. Padgett, you may begin your testimony. If you are not familiar with 
the lights in front of you, the green light will be on for 4 minutes. The amber light will be on for a 
minute, and when the red light comes on, we hope that your testimony will be concluded. 


STATEMENT OF THOMAS O. PADGETT, SENIOR LAB ANALYST, EOTT 
(ENRON SUBSIDIARY), BAYTOWN, TX 


Mr. Chairman, Congressman Miller, Members of this Committee, I appreciate the 
opportunity to sit here before you today and state my situation, which I believe mirrors the situation 
of many of my colleagues who work for Enron. 

My name is Tom Padgett. I was an employee of the Enron Corporation with 30 years of 
credited service at their Morgan's Point Chemical Plant in LaPorte, Texas until August of 2001 , 
when Enron transferred our plant to EOTT Energy Corporation. My wife, Karen, is a registered 
nurse whose work activity is limited now due to crippling rheumatoid arthritis. We have three 
grown children and five grandchildren. 

I turned 59 years old last December 10th, and I've worked in the chemical industry for 35 
years. My job title is Senior Lab Analyst in the Quality Control Lab. My specific job functions 
consist of running analysis on petroleum feed stock products coming into the plant, on-stream 
analysis of products within the plant, and final product analysis to make sure our products meet 
customer specifications. I work 12-hour shifts at the plant. 

There are, or were, a lot of people like me at Enron. Not everyone at Enron is an energy 
trader or an MBA. We're also chemical plant employees and managers, electrical utility workers 
and pipeline employees, just to give a few examples. We live and work in places like LaPorte, 
Texas, Port Barre, Louisiana, and Portland, Oregon. 

I am a participant in the Enron Corp. 40 1 (k) savings plan. Our retirement savings and our 
retirement plans were based solely on my 401(k) savings plan with Enron. The value of our 
savings account on December 3 1 st, 2000 was $615,456. We still have not received our year-end 
statement for 200 1 , but using the present value of Enron stock, we estimate our savings account is 
now worth less than $15,000. 

We have sacrificed over the years in order to contribute as much as we could to our 40 1 (k) 
plan account. I joined Enron from my previous job with Tenneco and rolled over our savings from 
our Tenneco 401(k) plan into the Enron plan. I continued to participate in the Enron savings plan 
after our plant was transferred to EOTT Energy. Over the last 10 years we were able to build up a 
sizable sum of money in our Enron 40 1 (k) plan. I made contributions to the plan by deductions 
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from my paycheck every 2 weeks. Enron matched my contributions with the company's stock. 
Under the Enron 401(k) plan, the company's matching contribution was made exclusively with 
Enron stock, and participants were required to hold the matching stock until age 50. Nearly all of 
our savings were invested in Enron stock. 

I was a dedicated and loyal employee to Enron, and I worked with the others in my plant 
and in the company to help make Enron one of the best companies in the Nation. Throughout my 
time with Enron, the top management of the company constantly encouraged us to invest our 
savings in Enron stock. I took the fact that the company matched our savings with only Enron 
stock as a further endorsement of the stock as a safe retirement investment. 

More recent statements made by Enron's top management, including e-mails from Ken Lay 
about the company stock, also caused me to keep investing my savings into the stock. I remember 
in the fall of 2000, Enron's top executives telling us at an employee's meeting and by company e- 
mail that Enron's stock price was going to increase to at least $120 a share. When Mr. Skilling 
resigned last August, Mr. Lay told us that the company was stronger than it had ever been. 

Many people now ask why we and so many other Enron savings plan participants did not 
diversify our savings accounts. My answer is that we were loyal Enron employees, proud to be 
owners of what we were led to believe was a great company. 

I would note that our decision to invest our retirement savings in our company appears, 
from what I have seen in the newspapers and on television, to be the same as other employees in 
many large companies in the United States like Procter & Gamble, General Electric and Coca-Cola. 

Enron’s top management, who I now believe benefited handsomely from our commitment, 
encouraged our stock ownership. Based on what we were told repeatedly by the men at the top, I 
never dreamed that this disaster could have happened. We're not Wall Street analysts. I am sure 
that most Enron employees manage their investments themselves like Karen and I did. The fact 
remains, though, that good investment decisions require honest information. We all know now that 
the information we were given was false. 

We also have been asked about the lockdown of our savings account by the company in 
October 2001. I received notification from the company approximately 1 0 days before the 
lockdown that 1 would not be able to access my savings account for a period of about 4 weeks. I do 
not know when the lockdown period actually began, but I do know at about the same time Enron 
released some very damaging news about the condition of the company. By the time we were able 
to access our account, our Enron stock was worth less than $ 1 0 a share. 

The reason that Enron gave for the lockdown was to change plan administrators. What I 
have still not heard explained was why the company proceeded with the lockdown at a time when 
they had to know that this damaging information was going to come out and cause the stock price 
to drop even more. 

Karen and I had planned on retiring this coming June when I will be 59-1/2 years old. Our 
plans were to move to the country and possibly start a small farm or ranch for disabled. 
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handicapped or terminally ill children. Our idea was that this would allow these children's parents 
to have some special time to themselves to strengthen their relationship, knowing their child would 
be taken care of during this time. 

We had planned on spending more time with our own family and grandchildren and caring 
for our elderly parents. Karen and I had planned on spending more time together, fishing and 
doing some traveling. We felt like we had enough money in our retirement savings to take care of 
ourselves as we grew older so we would not be a burden on our children. Now that is all gone and 
our children may need to take care of us. 

I have lost nearly all of my retirement savings because of Enron's collapse. It appears I will 
need to work for another 1 0 years or as long as my health holds out in order to support my family. 

I just recently had surgery on my right hand so I can continue in my present capacity running 
samples in the lab. 

We're not alone in this, of course. The plant where I work has approximately 100 
employees, and most of them had their 40 1 ( k) savings in Enron. There were five or six other 
employees in my plant that also planned on retiring this year. Now they also will have to keep 
working to support their families. I am sure our experience is the same as thousands of other Enron 
employees. However, we are still more fortunate than some at Enron. We still have our jobs, 
unlike many who worked for Enron. I have a strong faith in God, and I know that we will make it 
through this. 

You have been interested to hear about our experience and I appreciate your invitation to 
appear before you today. As our lawmakers, I will tell you that I believe the law should protect 
workers and their retirement savings from what happened at Enron. Companies must be 
responsible for giving truthful information to their employees about their retirement investments. 
Our loyalty and trust as Enron employees have been betrayed, and it does not look like we will be 
able to recoup our losses from the company or others who are responsible. But we hope that our 
experience and your work will prevent this from happening to others. 


WRITTEN STATEMENT OF THOMAS O. PADGETT, SENIOR LAB ANALYST, EOTT 
(ENRON SUBSIDIARY), BAYTOWN, TX - SEE APPENDIX B 


Chairman Boehner. Thank you, Mr. Padgett. 


Ms. Olson? 
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STATEMENT OF CINDY K. OLSON, EXECUTIVE VICE PRESIDENT, 
HUMAN RESOURCES AND COMMUNITY RELATIONS, ENRON 
CORPORATION, HOUSTON, TX 


Good morning. My name is Cindy Olson, and 1 am Executive Vice President responsible 
for Human Resources and Community Relations for Enron. I am here to respond to questions 
concerning the impact of recent events on the 20,000-plus participants in our benefit plans. 

I don't feel, however, that I am able to address the bigger issue of how it came to pass that 
our company fell so far so fast. One internal report has just been released and I know that this 
Committee, other Congressional Committees, other government investigations, and ultimately the 
courts will continue to investigate what went wrong at Enron. 

I hope to help the Committee assess the consequences of Enron's demise for our employees 
and retirees and their families. With me today is Mikie Rath, the Manager of Benefits. I hope we 
can show you that the people who ran the benefits plans did the best they could with a very difficult 
situation. 

At Enron, we gave our plan participants many choices for their investment decisions. The 
40 1 (k) plan offered participants 20 different investment options for their retirement savings. 

Mr. Chairman, I hope that my participation in this hearing and your investigation helps the 
Congress as you consider legislation that can create better ways to protect the retirement plans of 
workers. Such legislation perhaps could promote diversification, facilitate companies' ability to 
provide better investment advice or include other appropriate steps that experts suggest. I will be 
happy to answer any questions you have. Thank you. 


WRITTEN STATEMENT OF CINDY K. OLSON, EXECUTIVE VICE PRESIDENT, HUMAN 
RESOURCES AND COMMUNITY RELATIONS, ENRON CORPORATION, HOUSTON, TX - 
SEE APPENDIX C 


Chairman Boehner. Ms. Rath. 


STATEMENT OF MIKIE RATH, BENEFITS MANAGER, ENRON 
CORPORATION, HOUSTON, TX 
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Good morning. My name is Mikic Rath and I'm the Benefits Manager at Enron. Like Ms. 
Olson, I am appearing here this morning to answer your questions concerning Enron's tax qualified 
retirement plans. As the person with the day-to-day responsibility for administering Enron's benefit 
plans, 1 hope to explain the structure of our plan and the events surrounding Enron's transition from 
Northern Trust to Hewitt. 

As for the circumstances that led to Enron's downfall, my knowledge is limited to what I've 
heard reported in the press. 

Enron's 40 1 (k) plan offers a menu of 20 investment options, including a diverse selection of 
mutual funds, a Schwab account that functioned in many respects like a self-directed brokerage 
account, as well as Enron stock. This benefit of company matching was added to our program in 
1998. Participants are free to trade the investments they select in their 40 1 (k) accounts on a daily 
basis, including Enron stock. However, like many companies that provide these matching 
contributions, Enron's plan design restricted participants from trading the company's matching 
stock contributions until they had reached age 50. 

Enron sought good service providers for its participants. After Enron outsourced its benefits 
services in 2000, it became clear that Northern Trust had difficulty providing the level of service 
that Enron employees demanded. In January 2001, Enron began searching for a new benefits 
administrator, and after a Request for Proposal process, we selected Hewitt in May of 2001 . 

When large companies change 40 1 (k) service providers, a temporary suspension of trading 
in the plan is typically needed in order to allow account information to be reconciled by the old 
administrator and accurately transferred to the new administrator's computer systems. This 
temporary suspension, which is sometimes been referred to as a "lockdown" or a "transition 
period," can take several weeks. 

In Enron's case, Enron, Northern Trust and Hewitt worked together to shorten that time 
period as much as possible without sacrificing the integrity of participants' accounts. Ultimately, 
the trading suspension encompassed 1 1 trading days, from October 29th to November 13th, 2001. 
Enron mailed a brochure to all participants some 3 weeks before the trading suspension, explaining 
the transition and notifying participants of the temporary suspension. Enron employees with e-mail 
accounts received additional reminders in the days leading up to the transition. 

Unfortunately, as the Committee is no doubt aware, the commencement of the transition 
coincided with certain bad news about the state of Enron's finances. We considered postponing the 
transition, but found it was not feasible to notify more than 20,000 participants in a timely fashion. 

As the Enron news continued to break, we on the plan's Administrative Committee again 
considered stopping the transition. However, in addition to the problem of notifying participants, 
we found it would actually take longer to reverse the transition than to finish it. Ultimately, we 
worked with Hewitt to shave 1 week off the transition, and we implemented a process for notifying 
participants of the early resumption of trading. 
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I hope my testimony can be helpful to you, and I will be happy to answer any questions. 
Thank you. 


WRITTEN STATEMENT OF MIKIE RATH, BENEFITS MANAGER, ENRON 
CORPORATION, HOUSTON, TX - SEE APPENDIX D 


Chairman Boehner. We have a vote on the House floor and we have approximately 5 minutes 
left. The Committee will stand in recess for approximately 15 minutes. 


[Recess.] 


Chairman Boehner. The Committee will come to order. We apologize to our witnesses for doing 
our constitutional duty by going to the floor and voting. 

With that, Mr. Peterson, you can begin your testimony. 


STATEMENT OF SCOTT PETERSON, GLOBAL PRACTICE LEADER FOR 
DEFINED CONTRIBUTION SERVICES, HEWITT ASSOCIATES, 
LINCOLNSHIRE, IL 


Mr. Chairman, Congressman Miller and Members of the Committee, I am Scott Peterson, 
and I lead the Defined Contribution Services business of Hewitt Associates. 

Let me say at the outset Mr. Chairman that we at Hewitt feel for those throughout the 
country who have suffered these losses. Our team that serves Enron is based in the Houston area, 
and some of the affected Enron employees and former employees are their friends, their family 
members or their neighbors. We are therefore pleased to have the opportunity to assist this 
Committee in its important responsibilities. 

Hewitt is a leading provider of human resources outsourcing and consulting services. 
Hewitt was selected by Enron to become the new record keeper for the Enron 40 1 (k) plan in May 
2001 after a competitive bidding process. The job of the record keeper includes maintaining the 
plan's records and processing all transactions by plan participants, including contributions, changes 
in investment elections and withdrawals. 

Our role as record keeper of the Enron 40 1 (k) plan is important but limited. For example, 
we did not design Enron's 40 1 (k) plan or determine the investment options to be offered. Those 
and other discretionary decisions are matters for the plan's sponsor and its fiduciary to decide, 
which in this case are Enron and its Administrative Committee. We also are not trustees of the 
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plan. 


Let me now turn, as the Committee has requested, to Enron's selection of Hewitt as the 
record keeper for its 40 1 (k) plan and the transfer of those responsibilities to Hewitt. Our team at 
Hewitt had three basic jobs. First, we had to agree with Enron exactly what services we would 
provide and how we would provide them. Second, we had to adapt Hewitt's record keeping 
system, Internet and call center to the specific provisions of Enron's plan. Third, we had to receive 
the participant data from the outgoing record keeper, place it on our system and verify its accuracy. 

The date on which all of this work is completed is known in the human resources industry 
as the "live" date. During the record keeper’s selection process in early 2001, Enron informed the 
bidders that the live date would occur in October. After we had been selected, Enron designated 
October 23 as the live date. As I will explain in a moment, this original live date was changed 
twice as our work went forward. 

Enron also designated a transition or blackout period that would begin on September 14th 
and end on the live date of October 23rd. A blackout period has two elements. First, the outgoing 
record keeper must complete final processing of participant activity and perform a final 
reconciliation of accounts. Second, the new record keeper must receive the data, load it on its 
system and verify its accuracy. 

During a blackout period, participants have restricted access to their accounts. Under the 
original timetable established by Enron, the blackout period had two phases. First, participants 
would be subject to restrictions on certain paper-intensive activities, such as loans and withdrawals, 
from the close of trading beginning on September 14th. 

Second, changes in investment allocations would not be permitted during a shorter period 
beginning with the close of trading on Friday, September 26th. Participants would again have full 
access to their accounts and could change investments starting on October 23rd. 

In mid-August, Enron informed us of certain plan changes. We told Enron that it would 
take us an additional 2 to 3 weeks to accommodate these and other changes. Enron decided on a 
new live date of November 20th. The blackout period was also rescheduled. Under the new 
schedule, restrictions on loans and withdrawals would begin on October 1 9th. The blackout on 
changes and investment allocations would begin at the close of trading on Friday, October 26th, 
and end on November 20th. 

On October 25th, almost a week into the first phase of the blackout period, Enron reached 
out to their legal counsel, to us and to Northern Trust, the outgoing record keeper. They asked us 
to consider and respond that afternoon to a few questions. These were primarily questions 
involving the practical effects of shortening the blackout period. They also mentioned they could 
bring the whole process to a halt and wait until the following February or March. 

Later that day, based on the information we had, we responded to Enron's request for 
information. We told Enron that we would, of course, assist them in implementing any decision 
that they made. Later that same day, Enron informed us that there would be no scheduled changes. 
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Wc have subsequently learned that Enron had been advised by its legal counsel that it should not 
make any changes in the schedule. As a result, the restriction on changes in investment took effect 
at the close of trading on the next day, October 26th. 

Ultimately, we did accelerate the live date by a week to November 13th. We did so at the 
direction of the Enron Administrative Committee at a meeting held the afternoon of November 1st, 
after the plan's assets had been transferred to the new trustee that morning. We received the 
necessary data to load on our system on Wednesday, November 7th, and we went live four business 
days later on Tuesday, November 13th. Participants could make changes in their investment 
allocations and request other transactions beginning on that day. 

Thank you, Mr. Chairman. I would of course be pleased to respond to any questions that 
you or other Members of the Committee have. 


WRITTEN STATEMENT OF SCOTT PETERSON, GLOBAL PRACTICE LEADER FOR 
DEFINED CONTRIBUTION SERVICES, HEWITT ASSOCIATES, LINCOLNSHIRE, IL 
SEE APPENDIX E 
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Chairman Boehner. Ms. Ghilarducci. 


TESTIMONY OF DR. TERESA GHILARDUCCI, ASSOCIATE 
PROFESSOR, DEPARTMENT OF ECONOMICS, UNIVERSITY OF NOTRE 
DAME, NOTRE DAME, IN 

Thank you for inviting me. I hope that I can help put the Enron situation in the context of 
our Nation's pension policy and trends. 

Employee benefits used to be a leveler. It used to be a part of pay that narrowed the gap 
between the rich and the poor. Health insurance meant that the CEO and blue-collar worker had 
the same access to a heart bypass surgery, and CEOs or the high-paid employees could not have a 
pension unless that pension trickled down to blue-collar, or the rank and file workers. 

But in the 1990s especially, that was reversed. The pension plans have actually contributed 
to a widening gap between top earners and low-income earners. Pension coverage rates, and also 
pension coverage rates for professionals like Mr. Padgett, have actually dropped. From 1978 to 
1998, workers at the top, 78 percent, used to be covered by pensions, and now only 72 percent are 
covered; and that is still the highest rate of all of the income quintiles. But in addition to pension 
coverage falling, employer expenditures, which are a good proxy for pension quality, also fell. It 
fell by a whopping 22 percent since 1978. So we have to ask ourselves, has pension policy failed? 

Pension policy is tax policy. Pension plans exist because of their favorable tax-favored 
status. The tax-favored status represents over $90 billion in taxes not collected. We all paid for 
some of Enron's pension plan. 

I want to add a footnote here. An under appreciated, under discussed and unintended 
consequence of tax rate cuts is a reduction in incentives for employers to provide pensions and for 
individuals to divert their earnings. In fact, it is estimated that a 1 percent drop in the income tax 
rate, causes a 0.4 percent decline in pension coverage. In this context, Enron's 401(k) pension plan 
collapse is not entirely idiosyncratic. It reveals the gradual erosion of the entire pension system, 
and to us researchers and analysts this erosion is not very surprising. 

The 1990s was the perfect storm for pensions to increase. We're all getting older, and 72 
million baby boomers are getting older and presumably want more retirement security, rather than 
cash. And times were flush in the 1 990s, so the demographic and economic situation should have 
predicted more pension coverage, not less. So what happened? 

40 1 (k)s happened. 40 1 (k)-type plans have out shadowed the traditional defined benefit 
plans. Enron used to have a traditional plan; long-term employees were bought out, and that 
traditional coverage was folded into their 401(k) coverage. 
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My research with my coauthors has shown that if a firm adopted a DC (defined 
contribution) plan or the famous subset, 401(k) plan, in the '80s or '90s, it lowered its pension 
contribution, its cost per participant, by 20 percent. In sum, though, there are several reasons for 
the shift towards DC plans. I have concluded in my research that the primary reason is that they 
are cheaper for employers. 

Now that workers desire to have control over their own accounts certainly contributes to 
this, but having control over your own account has some fatal flaws. One, Congress can't fix the 
inherent flaw that workers chose the wrong year to be born. We could all turn sixty-five when the 
financial markets are down for maybe a decade or so, like they were in the 1970s and perhaps the 
way they are going to be now in the next ten years. 

Congress also can't change our human nature that makes us bad investors, but also loyal 
employees. We are overconfident and optimistic about our success and our employers' success. 

We think that what just happened, like a healthy stock market, has a high probability of happening 
more often than it really does. That's called the psychological state of saliency, and we usually 
pick instant gratification over deferred. That's what it's called, deferred gratification. 

In short, human nature is such that we buy high, we sell low and we trade too often. So 
given this nature of ours, education can only go so far. 

I'm going to emphasize just four pension reforms. I have two others that talk about 
coverage, but today given the tone and subject of this hearing, I'll focus on two that increase the 
transparency of how pension funds are administered and two that reduce the risks for workers who 
have only 401(k)s as their pension. 

First, I feel it's under appreciated that administrative fees have a very significant effect on 
overall pension accumulations. Going to Hewitt, with no offense to my co-panelists, to have all of 
the bells and whistles to manage the plans can actually cost an employee up to 20 to 40 percent of 
their accumulated assets. If employers were required to pay for those administrative fees, because 
40 1 (k)s have been a structure in which those fees get passed on to employees and it's really hidden, 
then I think employers would take more responsibility and be more accountable for the services 
they provide. 

In that vein, I also urge Congress to increase the transparency, or the way pensions are 
administered, by requiring worker-employee representation on the pension and on the 
administrative boards. I feel, and have for over fifteen years in my research, that if folks like Ms. 
Olson and Ms. Rath had been regularly consulting employees' representatives, the scenario would 
have been different. We are the only industrialized nation that does not require representation of 
employees on pension boards. 

My third recommendation, which refers to reducing risks, is that I urge Congress to restrict 
the amount of sponsor equities or employer equities, in individual tax-favored retirement accounts. 

1 know it's controversial that there be such restrictions, but it is not controversial among academic 
economists and academics in general. We all know it's unwise not to diversify, even workers know 
that it's unwise not to diversify. But employees are loyal, and again their self-identity and self- 
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esteem is tied up in how well they think their employers are going to do. 

Fourth, as an advisory board member of the Pension Benefit Guarantee Corporation, I urge 
Congress to require, require, because just urging probably won't matter, an investigation into ways 
to reduce the risks of defined benefit plans. 

In conclusion. I've argued that Congress should address that individual control of pension 
accounts comes at a high probability of failure, and that pensions exist because employers and 
employees want them and because taxpayers pay for them. Therefore, extending responsibility and 
fiduciary responsibility to those folks who administer the plans makes sense. 


WRITTEN STATEMENT OF DR. TERESA GHILARDUCCI, ASSOCIATE PROFESSOR, 
DEPARTMENT OF ECONOMICS, UNIVERSITY OF NOTRE DAME, NOTRE DAME, IN - 
SEE APPENDIX F 


Chairman Boehner. Thank you all for your testimony. 

Mr. Padgett, I really want to thank you for your willingness to come and tell the Committee 
your story. How many years were you actually an employee? Or are you still an employee of the 
Enron Corporation? 

Mr. Padgett. I’ve been an actual employee for ten years. Enron took over the plant where I work 
on January 1, 1992 and then they sold that plant to EOTT Energy on August 1, 2001. 

Chairman Boehner. How long were you at that plant before Enron or its subsidiaries purchased 
the plant? 

Mr. Padgett. I was there about six months. I worked for Tenneco prior to that. 

Chairman Boehner. And your age is? 

Mr. Padgett. Fifty-nine. 

Chairman Boehner. Fifty-nine. 

Did you or any of your coworkers that you're aware of seek professional investment advice 
for your 40 1 (k) plan? 

Mr. Padgett. No sir. 

Chairman Boehner. Did you receive any information, or as I would describe it, investment 
education from your employers or others talking about the need to diversify your account? 
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Mr. Padgett. No sir. 

Chairman Boehner. I certainly understand loyalty on behalf of employees and wanting to believe 
in the company they work for and their desire to hold company stock. 

I gave several examples yesterday of companies in my own area; and in many cases, 
employees have done very well holding a vast majority of their 40 1 (k) assets in their own accounts. 
I think we have a situation here where not only the employees of Enron, but also the investors in 
Enron were all led down a primrose path. I don't want to point fingers at what did or didn't happen. 
I think time will tell. But I do appreciate your willingness to come. 

What I'd like to do in this first ten minute segment that I have is to make sure that we have 
all the facts on the table in terms of what the employee pension package, looked like. Then I'd 
specifically like to get into the design and the options in the 401 (k) plan. I'd like Ms. Rath to 
answer most of these questions. 

Could you give us a basic, broad-brush picture of what retirement plans and programs 
Enron offers to its employees, such as defined benefit plans, ESOP, 401(k)? 

Ms. Rath. Yes, sir. We actually have all three of those. We offer our employees a defined benefit 
pension plan. We offer our defined contribution 40 1 (k) plan, and for employees who were hired 
prior to 1994, Enron had an ESOP plan. 

Chairman Boehner. Can you describe briefly the defined benefit plan at Enron? 

Ms. Rath. The defined benefit plan was changed to a cash balance formula beginning in 1996. 
Prior to that, it was a traditional "final average pay" that rewarded years of service and was based 
on age, years of service and salary. 

We changed our formula to a cash balance formula. We grandfathered in everyone who 
was in the final average pay to protect those benefits. Then, moving forward, we offered cash 
balance formula, because our workforce was changing. A cash balance formula actually allows 
people who work ten years to walk away with some benefits. 

Chairman Boehner. What are the participation requirements for each of these plans? 

Ms. Rath. We start vesting in each of these plans based on date of hire. The cash balance formula 
requires a five year vesting, which is all or nothing. There is no partial vesting in that plan. 

The 40 1 (k) plan was changed in 1999 to require a one year vesting in the company 
matching contributions. 

Chairman Boehner. Can you outline the benefits of each of these programs? 

Ms. Rath. For a participant? I want to make sure I understand. 
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Chairman Boehner. Yes, for a participant. 

Ms. Rath. The defined benefit plan is just one of many of the benefit programs that Enron offers. 

It doesn't require the employee to participate. It's a company-provided benefit that the company 
funds into a trust. Our defined contribution plan is the employees' option to protect their own 
financial security. In other words, they can elect up to 15 percent of their salary to go into that 
plan, either on a before-tax basis or an after-tax basis. 

Chairman Boehner. On a percentage basis, what would be the overall size of the defined 
contribution plan versus the defined benefit plan? 

Ms. Rath. At the beginning of 2001, our 40 1 (k) plan had assets in excess of $2 billion. Our 
defined benefit plan had approximately $200 to $300 million in it. 

Chairman Boehner. If we can turn to the 40 1 (k) plan, where a lot of the attention has focused in 
the last several months, can you outline the investment options available to employees in the 40 1 (k) 
plan? 

Ms. Rath. Yes. We offer two stock funds, an Enron stock fund in a former company that we had 
owned in 1999 as EOG. It used to be Enron Oil and Gas. We offered a stable value fund, which 
was invested mostly in insurance contracts, which was the most stable investment fund. We had 
ten different Fidelity funds, including some that were closed, like Magellan, in growth and income. 

And in 1998, with the merger of Portland General's 40 1 (k) plan with ours, Cowan 
Investments had done an investment search, and we added six different funds that encompassed a 
small cap growth fund and a bond fund and some of the Windsor funds, as well as a Vanguard S&P 
that our employees wanted. 

Chairman Boehner. And the company match was how much? 

Ms. Rath. The company match began in 1998 in a tiered approach. In 1998, it was based on 2 
percent of pay, so the company matched 50 cents on the dollar up to 2 percent of pay. It increased 
in 1 999 to 4 percent of pay . And then in 2000, to coincide with the merger of Portland General's 
plan, it was 50 cents on the dollar up to 6 percent of base pay. 

Chairman Boehner. So if an employee put 12 percent of their base salary into the plan, how 
much would the company match? 

Ms. Rath. Three percent. 

Chairman Boehner. Three percent. 

There have been a lot of discussions as to how much of the stock was in fact restricted. The 
company didn't match before 1998, and you had a 40 1 (k) prior to that; is that correct? 
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Ms. Rath. We had the Enron 401(k) plan. When InterNorth and Houston Natural Gas merged in 
1987, the plans became the Enron Corp. savings plan. 

Chairman Boehner. Was there any match prior to 1998? 

Ms. Rath. There was a match prior to 1997 in one of the companies, and I'm afraid I don't really 
know all of the details of that, but yes, there was a match prior to 1987. 

Chairman Boehner. But in a contemporary period, the real match began in 1988? 

Ms. Rath. Yes. 

Chairman Boehner. And we know the amount of that match, and that match was in Enron 
company stock? 

Ms. Rath. Yes. 

Chairman Boehner. Can you outline the restrictions on that stock that was given by the company 
to the employees? 

Ms. Rath. Part of the plan design was that the company match would be invested and allowed to 
be diversified at age fifty. That is fairly typical in ESOPs that are marginally invested in company 
stock to allow diversification as an employee gets older and needs protection. 

Chairman Boehner. Let's look at the total. How much company-provided stock, as a match, 
existed in those 401(k) accounts on January 1st, 2001? 

Ms. Rath. We had a total of about 60 percent, if I remember all of the numbers; and I would say 
that probably a third of that was company match. The rest of that was employee contributions. 

Chairman Boehner. All right. In terms of the match, how could the employees sell or diversify 
the stock that was given by the company? 

Ms. Rath. If they were over age fifty, we had an online system either through the Internet or a 
voice response system that would enable employees to get on and just choose what funds they 
wanted to move. 

Chairman Boehner. I'm trying to determine with accuracy the amount of company stock that was 
in fact restricted as a percent of the overall amount of company stock that employees owned. 

Ms. Rath. I don't know that we have the statistics to know who was over age fifty, or who was 
eligible to move that. 

Chairman Boehner. All right. My time has just expired, and I recognize the gentleman from 
California, Mr. Miller, for ten minutes. 
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Mr. Miller. Thank you very much, Mr. Chairman, and thank you to all of the witnesses for being 
with us this morning. 

Ms. Olson, if I might ask you some questions, what is your educational background? 

Ms. Olson. I have a bachelor's degree in accounting. 

Mr. Miller. And you started with Enron when? 

Ms. Olson. In 1979. 

Mr. Miller. 1979. And your current title is what? 

Ms. Olson. Executive Vice President of Human Resources and Community Relations. 

Mr. Miller. And could you describe for us your job responsibilities? 

Ms. Olson. Currently, I have responsibility for all of human resources, which includes benefits, 
compensation payroll, and the business unit support of our HR generalists. I also have employee 
communication, employee programs, community relations programs and also building 
administration. 

Mr. Miller. And you would report to whom in the corporation? 

Ms. Olson. I report to the CEO and COO directly. 

Mr. Miller. Directly? 

Ms. Olson. Directly. 

Mr. Miller. You were appointed to the Savings Plan Administrative Committee. When was that? 
Ms. Olson. In January of 2001. 

Mr. Miller. How was that determination made to appoint you? 

Ms. Olson. I was actually asked by the Chairman, Jim Prentice, to join the Committee. 

Mr. Miller. I see. Okay. 

When you joined that committee, were you apprised, I don't know if Enron has in-house 
counsel, or others, of your fiduciary responsibilities as a member of that committee? 

Ms. Olson. 1 don't recall being apprised by counsel. I know that Cynthia Barrow, the Director of 
Benefits, indicated the responsibility, the fiduciary responsibility. 



115 


Mr. Miller. And that was indicated as what? Did they describe that fiduciary responsibility? 

Ms. Olson. To ensure the plan participants' investments were protected. 

Mr. Miller. So it was explained to you that you’re responsibility was to the plan participants? 

Ms. Olson. Yes. 

Mr. Miller. And to the quality or the safety of their investments in that plan. Is that correct? 

Ms. Olson. Yes. 

Mr. Miller. Was that explained to you? Was it explained to you that that really is your sole 
fiduciary responsibility? 

Ms. Olson. Yes. 

Mr. Miller. Is that your understanding? 

Ms. Olson. That was my understanding. 

Mr. Miller. It was reported information within the last couple of days, that in February and March 
of 2001, you sold some 20,000 shares of Enron stock. Is that correct? 

Ms. Olson. Yes. 

Mr. Miller. And you acquired those shares by what means? 

Ms. Olson. That was part of my compensation. 

Mr. Miller. So these were not stock options. This was stock that was given to you and you had 
ownership of that stock? 

Ms. Olson. No. They were stock options. 

Mr. Miller. They were stock options? 

Ms. Olson. They were stock options, and some were restricted stock. We received 50 percent 
equity, 50 percent in restricted stock and 50 percent in stock options. 

Mr. Miller. And those restrictions were what? 

Ms. Olson. They had to vest based on the company's performance. 

Mr. Miller. So sort of like a typical option, if the company did better, the price of the stock was 
up. You had a chance to exercise whatever your option price was, but the company had to produce 
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or perform? 

Ms. Olson. Yes. 

Mr. Miller. And then the other stock given to you was restricted in what manner? 

Ms. Olson. That was based on company performance as well. 

Mr. Miller. How were you able then to sell these 20,000 shares? 

Ms. Olson. The restricted stock I could sell because the company had performed well. It was in 
the top 10 percent of the S&P 500. 

Mr. Miller. So it wasn't tied to stock performance? It was tied to the positioning of the company, 
then? Is that what you're saying? 

Have you read the Fortune Magazine article on Enron that was published in March of 2001? 
Ms. Olson. I probably have. 

Mr. Miller. Were you aware of some of the issues that were raised by reading that article, or prior 
to that article? 

Ms. Olson. Probably so. 

Mr. Miller. Were you aware that the price of the stock was dropping during 2001? 

Ms. Olson. Very aware. Everyone in the building was aware. We have a stock board in our 
lobby. 

Mr. Miller. Did you think about that in terms of your position on the advisory committee of the 
plan? 

Ms. Olson. 1 was aware of the stock dropping just like everyone else because of the stock board in 
the lobby. 

Mr. Miller. It is my understanding that in August, Sherron Watkins shared a memo with you 
regarding her concerns with Enron. Is that correct? 

Ms. Olson. Yes. She came to me and asked for my advice, if she should go to Mr. Lay. 

Mr. Miller. Can 1 show you a copy of that memo and ask if that's what she shared with you? 

Ms. Olson. She shared a one page memo with me. 



117 


Mr. Miller. Is this the document she shared with you? 

Ms. Olson. The top page of this document, I believe, is the document she shared with me. 

Mr. Miller. Do you have or are you in possession of a copy of this document? 

Ms. Olson. The top page? 

Mr. Miller. Yes. 

Ms. Olson. I don't know that 1 kept the original document she gave me. About three weeks ago, I 
called Mr. Lay's office and asked to get a copy of the document, and 1 was sent this package with 
the Vinson & Elkins report attached. 

Mr. Miller. So you were sent the complete package? I don't know how many pages it is. What is 
it, seven or eight pages? When you asked for a copy of the Watkins document, that's the document 
that they sent you? 

When was that? 

Ms. Olson. That was a couple of weeks ago. 

Mr. Miller. A couple of weeks ago. Were you aware of the issues raised in the additional pages to 
the document? 

Ms. Olson. No. I was not. When she brought me the document originally, it was the top page, and 
I didn't have the capacity or the capabilities to determine if what she was saying in the memo was 
accurate. 

She also told me that she herself didn't know if these were technically right, and she wanted 
to have someone else who had more knowledge of the financial situation look at her document. 
That's why I sent her to Mr. Lay. 

Mr. Miller. So your recommendation, I think this has been reported, was to forward this on to 
Lay. Now, this document is unsigned, but you assumed that she was the author if she said she was 
the author of this document? 

Ms. Olson. I assumed so. She's the one that brought it to me in my office that day. 

Mr. Miller. And do you know that it was forwarded to Mr. Lay? 

Ms. Olson. Yes. I set the meeting up with Mr. Lay. 

Mr. Miller. Okay. And what happened then? 
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Ms. Olson. He met with her. I can't remember if she told me or Mr. Lay told me that he was 
kicking off an investigation by Vinson & Elkins into her allegations. 

Mr. Miller. And that document was when? In August, right? 

Ms. Olson. The latter part of August. 

Mr. Miller. Was the information in that document discussed in the advisory committee? 

Ms. Olson. In the Administrative Committee? 

Mr. Miller. Administrative Committee, excuse me. 

Ms. Olson. No. 

Mr. Miller. What was your reaction to the document? 

Ms. Olson. I didn't know. 

Mr. Miller. You didn't know what? 

Ms. Olson. I didn't know. I didn't know if what she was saying was true. She didn't either. 

Mr. Miller. What was your reaction? 

Ms. Olson. That she needed to go talk to Mr. Lay. 

Mr. Miller. What would have been your reaction, if you thought it was true? 

Ms. Olson. If I had thought this was true, I would have asked counsel what my next move needed 
to be. 

Mr. Miller. But you didn't go to counsel? 

Ms. Olson. I didn't know if it was true. 

Mr. Miller. Did you raise it in the Administrative Committee? 

Ms. Olson. No, I did not. 

Mr. Miller. Why is that? 

Ms. Olson. Because I didn't know if it was true. She herself told me she didn't know if it was true. 
That's why she wanted an investigation. 



119 


Mr. Miller. In the first page of the one page memo, she states, assuming she's the author of this, 
that “she's incredibly nervous that we will implode on a wave of accounting scandals.” That has 
been stated already on the public record. 

She goes on later to describe the situation with Condor and Raptor deals in 1999 and 2000: 
"we enjoyed a wonderfully high stock price, many executives sold the stock, we then try and 
reverse or fix the deals in 200 1 , and it's a bit like robbing the bank in one year and trying to pay it 
back 2 years later. Nice try, but investors were hurt, they bought $70 and $80/share looking for a 
$120/share price and now they're at $38 or worse. We are under too much scrutiny and there are 
probably one or two disgruntled 'redeployed' employees who know enough about the 'funny' 
accounting to get us in trouble.” 

Now, you're a fiduciary to the pension plan? 

Ms. Olson. Yes, I am. 

Mr. Miller. And this doesn’t upset you? You're putting on your fiduciary hat in that part of your 
job to raise these questions in the advisory committee, true or untrue? 

Ms. Olson. She told me that she didn't know if her allegations were true. 

Mr. Miller. I understand that, but the memo now exists in fact. It's been circulated in the 
company in one fashion or another, either exclusively to you, or you don't know to whom else she 
shared with this. 

Ms. Olson. I am sorry what's your question? 

Mr. Miller. My question is, now you have information that, if true, would directly, and obviously 
did directly, impact on the value of the shares of stock in the pension plan. I guess what I'm asking 
you is, in your fiduciary relationship whether or not you deemed it necessary to relay this 
information and have some kind of discussion of this information in the advisory committee? 

The next meeting would have been September, because these were monthly meetings? 

Ms. Olson. Right. But she told me she didn't even know if the information was true. 

Chairman Boehner. The Chair recognizes the gentleman from Texas, the Chairman of the 
Subcommittee on Employer-Employee Relations, for ten minutes. 

Mr. Johnson. Mr. Chairman, if I might ask unanimous consent that statements be made a part of 
the record. 


Chairman Boehner. Without objection, so ordered. 
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Mr. Johnson. Ms. Olson, I'd like to continue with those questions if I might. You were a 
fiduciary. As such, how often was the 40 1 (k) plan audited, and by whom? 

Ms. Olson. During the time when I was on the committee, I don't recall when the 40 1 (k) plan was 
audited. 

Mr. Johnson. Was it ever audited? 

Ms. Olson. I believe so, but I don't know that for a fact. 

Mr. Johnson. The auditors didn't come through your office? 

Ms. Rath do you know? 

Ms. Rath. Yes, sir. I do know. The plans were audited every single year. The last two years we 
were audited by Ernst & Y oung. The year prior to that we were audited by Arthur Andersen, and 
the years prior to that, when I first joined Enron, we were audited by a minority firm called Mir, 

Fox & Rodriguez. 

Mr. Johnson. I see, and do those reports come to you after the audit is done? 

Ms. Rath. Yes, sir. They do come to me and then they're filed with our 5500s. 

Mr. Johnson. What was the date of the last audit? 

Ms. Rath. We would have audited year 2000 plans in year 2001, to be filed with our 5500s that 
we filed in October of 2001 . 

Mr. Johnson. October. And did they indicate any problems at that point? 

Ms. Rath. The auditors would have probably not made a recommendation in their report as to the 
status of the stock. They were just audited. Typically they don't order audit the investments. They 
just order our processes and that were in place according to the laws. 

Mr. Johnson. Ms. Olson, did you sell any stock after Mr. Skilling left the company? 

Ms. Olson. No, I did not. 

Mr. Johnson. Did that trigger anything as far as you were concerned? I mean, did you think about 
making a recommendation? 

Ms. Olson. Let me go back. I did convert my ESOP shares that I had held for several years in the 
late part of November. 1 did sell those shares. 



121 


Mr. Johnson. Were you doing that to protect yourself? Did you think about protecting the plan 
for all of the employees at that time? 

Ms. Olson. Actually, the reason I did it is because of the uncertainty of Enron at the time, which 
everyone in the building knew. I just had remembered that I had forgotten to sell those ESOP 
shares. 

Mr. Johnson. But why was it important for you to sell them at that point? 

Ms. Olson. It wasn't important. It was just something that I thought about doing when I saw all of 
the uncertainty. 

Mr. Johnson. You saw the uncertain what? 

Ms. Olson. The uncertainty. We have televisions in the elevators and all over the floors. It was 
clear in November that there were problems with Enron. 

Mr. Johnson. Okay. So you knew there was a problem. 

Well, as a fiduciary, why didn't you suggest? 

Ms. Olson. In November we started meeting as an Administrative Committee in the beginning of 
November on a weekly basis. We hired counsel, and we hired an independent financial adviser. 
None of us knew for sure where the stock price was going. We felt like we needed someone 
professional and independent to advise us. 

Mr. Johnson. Okay. Do you know Robin Hosea? 

Ms. Olson. I've heard of her. 

Mr. Johnson. Did she work in your department? 

Ms. Olson. She worked in the Benefits Department. 

Mr. Johnson. Either one of you? Did she work in your department? 

Ms. Rath. She was a member of the Benefits Department, yes, sir. 

Mr. Johnson. That's under you? 

Ms. Rath. She didn't report to me. 

Mr. Johnson. But that department is under you. 

Well, you know, according to the news reports, Enron's Senior Benefits Accountant has said 
that $15 million was paid to friends of executives out of the 40 1 (k) plan. That's her. Can you 
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comment on what those payments were and to whom they were made? 

Ms. Rath. Any payment made from the 401(k) trust fund has to be reported on the 5500 filings, 
and on those filings it requires us to list every single payment. There were no payments to 
individuals on the 5500 audited financial statements. 

Mr. Johnson. So no money, according to you, was diverted from the 40 1 (k) plans, to your 
knowledge? 

Ms. Rath. No, sir. There was no money diverted. 

Mr. Johnson. Okay. Do you know if any or can you estimate how many senior executives cashed 
out during that period? Or do you have any idea? 

Ms. Olson. No, I'm sorry I don't. 

Mr. Johnson. Okay. I'm going to yield the rest of my time to Mr. Isakson. 

Mr. Isakson. Thank you. 

Ms. Olson and Ms. Rath, I'd be interested in the status of your individual 401(k)s. Have 
you lost any money in your 401(k)s? 

Ms. Rath. I haven't calculated what I've lost between any 401(k) and my stock options, 
Congressman. 

Mr. Isakson. Ms. Olson, do you know? 

Ms. Olson. It's hard to calculate money. It depends on what point in time you're calculating that. 

I have about 3,000 shares in the company match and the 401(k). 

Mr. Isakson. What were the most shares you ever had? 

Ms. Olson. Probably 6,000 or 7,000. 

Mr. Isakson. Okay. 

Mr. Padgett, other than your 40 1 (k) experience, had you ever been an investor in the stock 
market? 

Mr. Padgett. No, sir, I hadn't. 

Mr. Isakson. Mr. Peterson, how many times have you been involved in your firm taking over the 
administration of a plan? 
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Mr. Peterson. Personally? 

Mr. Isakson. Yes. Lots? A few? 

Mr. Peterson. A few; probably seven or eight. 

Mr. Isakson. Do you know of any case where a lockdown period was postponed? 

Mr. Peterson. I can't think of a specific situation off the top of my mind. 

Mr. Isakson. Do you know any company that cannot communicate with its workers within a 
five day period of time? 

Mr. Peterson. I'm not sure how to answer that, sir. 

Mr. Isakson. In most corporations you've ever worked with, is the communication mechanism 
between a company and their employees such that they can be communicated with in a few days? 

Mr. Peterson. To active employees. I'd say yes. 

Mr. Isakson. Okay. 

Ms. Olson, on your written statement that you submitted, it says that you were removed 
from the Executive Committee in early 2001, and it says in late January of 2002, you became 
responsible for Human Resources again. All of the copies of minutes that we have from the 
Administrative Committee from May 3rd through November 13th indicate you were not present. 

I assume that's the period of time you were removed? 

Ms. Olson. I was removed from the Executive Committee in late 2000, early 2001. And then just 
two or three weeks ago, I've become a part of it again. 

Mr. Isakson. Why were you removed? 

Ms. Olson. Mr. Skilling and 1 didn't see eye to eye. 

Mr. Isakson. Why were you reinstated? 

Ms. Olson. I was asked by the current management. 

Mr. Isakson. Mr. Peterson, Ms. Ghilarducci stated that your fees could constitute 20 to 40 percent 
of a 40 1 (k) plan. I believe that's what she said. 


Am I correct, ma'am? 
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Ms. Ghilarducci. No. If you have high fees, it can erode the accumulation by 20 to 40 percent. I 
don't know what the Enron fees are. 

Mr. Isakson. So your statement did not relate to Hewitt Associates? 

Ms. Ghilarducci. Right. 

Mr. Isakson. Okay. 

Mr. Peterson, what percentage could your fees contribute in erosion? 

Mr. Peterson. I'm sorry. Are you using the numbers that I have? I'm going to answer the 
question slightly differently. I don't intend to be changing it. Generally in a plan like this, our fees 
are a function of the number of people we're serving, not the assets in the plan. So it can vary 
depending on the average balance per person. 

With that as background. I'd say for a mature 40 1 (k) plan, often our fees run about ten basis 
points of assets. 

Mr. Isakson. Ten basis points? 

Mr. Peterson. One-tenth of 1 percent. 

Mr. Isakson. So the record should reflect that the distinguished Professor's statement was a 
general statement, not relevant to Hewitt. Is that correct? 

Ms. Ghilarducci. Hewitt or Enron, right. 

Mr. Isakson. Mr. Padgett, what are your plans? 

Mr. Padgett. My plans are to continue to work as long as my health holds out. Our plans for 
retirement are no longer plans. 

Mr. Isakson. Given what you've been through, how are you now planning for whatever that 
retirement will be in the years that your health allows you to work? 

Mr. Padgett. Well, we're continuing to put 15 percent every month in our 40 1 (k) plan, but it's not 
going in Enron stock. 

Mr. Isakson. It's diversified? 

Mr. Padgett. It's going into a mutual fund absolutely. 

Mr. Isakson. Have you sought any advice? 
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Mr. Padgett. From? 

Mr. Isakson. On where to put that? 

Mr. Padgett. No, sir. 

Mr. Isakson. Mr. Chairman, I think my time is about to expire, and I yield back. 

Chairman Boehner. The Committee will break. We have two votes on the House floor, and 
considering that we may be here for some time this afternoon, you might want to grab something to 
eat. The Committee will resume its deliberations and stand in recess until 12:30 p.m. today. 


[Recess.] 

Chairman Boehner. The Committee will come to order. It is 12:34 p.m. We will resume our 
deliberations. The gentleman from California, Mr. Miller, is recognized for ten minutes. 

Mr. Miller. Thank you, Mr. Chairman. 

If I might continue, Mr. Chairman, Ms. Olson, you mentioned that you were well aware of 
what happened to the Enron stock, and that everybody in the building was aware of it. It sounds 
like there was a fair amount of tension in the building during the course of the slide of Enron, and 
obviously with the flow of information. 

Did you ever discuss this in the committee, in the Pension Administrative Committee? 

Ms. Olson. Yes. That is why we retained counsel and started looking for a professional financial 
adviser for the committee. 

Mr. Miller. When was that? 

Ms. Olson. In the first part of November. 

Mr. Miller. You asked counsel for what purpose? 

Ms. Olson. We wanted someone independent to advise us on what we needed to do. 

Mr. Miller. What has their advice been? 

Ms. Olson. They continue to look at this, and the corporate counsel is working with them right 
now. 

Mr. Miller. With all due respect, the advice would not be worth much today. 
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I don't understand. I guess the term fiduciary relationship is a strict relationship. When you 
went on the committee, you were advised that this was for the purposes of the employees, and the 
relationship ran to the preservation and the protection of the assets of the fund. 

During the entire course of events, was there ever a suggestion that maybe Enron stock 
should be sold to preserve the assets of the fund? 

Ms. Olson. That is why we hired the attorney for the committee and an investment adviser, to ask 
their independent recommendations. 

Mr. Miller. So every time you made a recommendation that is how you did it? 

Ms. Olson. The situation was very tenuous. We wanted outside counsel and an outside 
independent financial adviser to help us. 

Mr. Miller. You haven't received any advice from that effort yet? 

Ms. Olson. Not final advice, no. 

Mr. Miller. Let me go back to the memo. You say you did not know whether it was true or not 
true. Did you give the memo to this financial counsel? 

Ms. Olson. No. 

Mr. Miller. You know, in everyday life, whether you are the FBI or a Member of Congress, 
people bring you facts. Again, in your fiduciary relationship, how did you make that determination 
as a member of the Committee, not as an Enron employee, that you did by suggesting that the 
author go to Mr. Lay. I am talking about your fiduciary relationship to the plan. 

Ms. Olson. 1 didn't know whether the allegations in that memo were accurate or not. 

Mr. Miller. I know that. I know that. But you now possess a piece of information that may or 
may not be accurate. Should it be accurate, it would be devastating to the assets of the plan. You 
are a fiduciary of that plan. Don’t you get a sense that you should have discussed this within the 
plan because you would have to take some action? 

Ms. Olson. No. I didn't know if the memo was accurate or not. 

Mr. Miller. I know you didn't know if the memo was accurate or not, but you had that 
information. 

Ms. Olson. It was information that was not substantiated. 

Mr. Miller. I understand that. But if substantiated, it had an immediate and devastating impact on 
the plan. I believe you have an obligation, and you may not agree with me, to investigate as a 
fiduciary of the plan that information, independent of Mr. Lay. Mr. Lay was not a fiduciary to the 
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plan; you were. It is a very difficult position you have. 

Listen, I empathize here. You were wearing two hats, one of which is, I think, almost 
impossible to wear in your position. You are a major corporate officer and you have a fiduciary 
relationship to the plan, which is about the employees' assets. I am not sure that that is a situation 
that people can function in. 

So you felt there was no requirement under your fiduciary relationship to raise this? 

Ms. Olson. No, not in this case. Like I said, I didn't know if the memo was substantiated. 

Mr. Miller. You keep saying that. The next logical step of any person would be to find out rather 
quickly if it was or was not substantiated if you were protecting a $ 1 billion fund. 

Ms. Olson. It was in the hands of Mr. Lay and Vinson & Elkins. 

Mr. Miller. It was in the hands of Mr. Lay. He had no fiduciary relationship to the fund. That is 
the inconsistency in this position. But that was not the only piece of information you had. You had 
whatever conversations you had with people in the building, in the company. 

You were having a falling out with Mr. Skilling, was that correct? 

Ms. Olson. Not at that time. 

Mr. Miller. Not at that time. You had the information from the Fortune Magazine piece. What 
were the discussions on the Advisory Committee? 

Ms. Olson. We hired an investment advisor. 

Mr. Miller. You hired an independent counsel in November? 

Ms. Olson. The first part of November. 

Mr. Miller. That was done where, at the September meeting? 

Ms. Olson. At the November meeting, we hired independent counsel. 

Mr. Miller. How many independent meetings were you present at? 

Ms. Olson. I can't recall. 

Mr. Miller. Do we have those documents? These were the same documents Mr. Isakson had. 

In the May meeting, you are listed as not present. On the front page of those, the first one, 
is that May? 
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Ms. Olson. May. 

Mr. Miller. Then the next one is what month? 

Ms. Olson. August. 

Mr. Miller. Y ou were listed as not present? 

Ms. Olson. Right. 

Mr. Miller. What is the next one? 

Ms. Olson. October. 

Mr. Miller. You are listed as not present. 

Ms. Olson. Right. 

Mr. Miller. What was going on? 

Ms. Olson. I can't recall. There were a lot of things going on. 

Mr. Miller. And this is what was happening to the stock? 

Ms. Olson. That was why there were a lot of things going on. 

Mr. Miller. Y ou were not at the Advisory Committee. 

I would like to ask you a question of Ms. Ghilarducci. 

I think it is virtually impossible that this committee could exercise a fiduciary relationship, 
and I guess you can conclude that from our remarks. If this committee said, we want to sell the 
pension plans' Enron stock that is a message so devastating to the company and on Wall Street that 
it would be almost impossible for a major employee wearing a fiduciary hat to exercise that duty. 

Ms. Ghilarducci. That's right. Those fiduciary responsibilities require that if you think something 
will hurt the beneficiaries of the fund, the participants, they should have sold the stock. 

So many pension funds have this dual-hat problem. A standard way that they deal with it is 
to always have independent counsel or employee representatives, or there might be two 
independent counsels, so they fight with each other. But Enron might be idiosyncratic in that they 
did not really straightforwardly recognize the conflict problem and do something about it. 

I am also a trustee and a fiduciary on a large pension fund, and we have independent 
counsel. 
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Mr. Miller. I just think that is the bottom line, here. The lockdown period and all the rest is 
interesting, but you have a group of individuals who are Enron employees, and they give and take 
of all of the politics of any big structure, either corporate or the Congress or what have you. 

And to walk in and to suggest that they should sell the stock at 38 or 24 or 12 or at 9 is, I 
think, threatening to their careers and to their livelihoods. That is why I say I don't envy the 
position you were put in, but I think it is an impossible position. I think it runs against the interest 
of the employees in the pension plan that is in that situation if you do not have employee 
representation or you do not have independent counsel or you do not have independent members of 
that board. 

We have so-called independent members of the board of directors for that reason. Now we 
find out that many of them were conflicted financially. But that is the theory, that somebody is 
watching the store, because people have this crossed interest. 

Ms. Ghilarducci. Right. 

Mr. Miller. Ms. Olson, you talked to an attorney or somebody about your stock, and it is reported 
that he said you were too emotionally wrapped up in this stock and you had to diversify and sell. 
That is the reason; I believe you testified to that. 

Ms. Olson. That, along with the fact that I had been taken off the Executive Committee and I was 
looking at leaving Enron. 

Mr. Miller. Y ou were personally making a whole series of fiduciary relationships with respect to 
yourself, but they were not exercised with respect to the fund. 

Ms. Olson. It was my personal investment portfolio that was not diversified. 

Mr. Miller. I think that would be the same relationship that the employees would like to think you 
exercised on their behalf but did not. Thank you. 

The Chairman. The gentleman's time has expired. 

The Chair recognizes the gentleman from North Carolina, Mr. Ballenger, for five minutes. 

Mr. Ballenger. Thank you, Mr. Chairman. 

I would like to ask any members of the Enron employee group the following questions. 
Enron used stock to fund you all, not necessarily with money, but with their own stock. They 
backed up all these secret partnerships and so forth with stock. They used stock like it was water. 

Was there any knowledge on your part that they were authorized by some vote of the 
stockholders or anybody else to issue all this stock? What kind of stock was it? Where did it come 
from? 
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Ms. Rath. Congressman, the stock that funded the 401(k) match came from treasury shares. 

Mr. Ballenger. Was there an authorization for a number of shares in that treasury? 

Ms. Rath. I wouldn't know that. That would have to come from someone in our treasury 
department. 

Mr. Ballenger. You know, when the Condors got in trouble, they also pulled out 200,000 or 
300,000 shares to cover the debt that was there. It is like they can issue any stock at any moment. 

Unless I am mistaken, that is not the law. Generally speaking, the law states that in order to 
have treasury stock to issue any time you want to, you have to have a vote of the stockholders to 
permit this. 

You all were all stockholders? 

Ms. Rath. Yes. 

Mr. Ballenger. Were you ever questioned about voting to allow the board of directors to do this? 

Ms. Rath. All participants in the qualified plans that owned shares were sent proxy cards for each 
annual board of directors meeting; depending on how many shares they were voting. 

Mr. Ballenger. When they send you a proxy card they should legally send you the description of 
what is going to come up at the directors meeting. 

Ms. Rath. Yes, sir, they did. 

Mr. Ballenger. Did they say we authorize another 5 billion shares of stock to be offered at any 
time it becomes necessary? 

Ms. Rath. Quite honestly, I would have read the summary card, but 1 don't know that I can 
honestly tell you that I read through the entire thing. 

Mr. Ballenger. All I am saying is if they issued the stock and offered the stock to you as 
stockholders working with your 401(k), and they also used that same 300,000 or 400,000 shares to 
back up these partnerships that were in financial trouble, at least that is what I read in the news 
media, it would appear that not only the stockholders that worked at Enron were being misled and 
maybe illegally used. But also, there is a possibility that every stockholder in the United States was 
being misused. That is just me reading something into it that 1 hope is not there, but it sure appears 
that way. 

Ms. Olson, I hate to see you always have to be the one to answer questions, but you happen 
to have been in the position for a long time. You were put on the committee in 2001 and taken off 
again. When did you go on and when did you go off? 
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Ms. Olson. The Administrative Committee? 

Mr. Ballenger. Yes. 

Ms. Olson. I was on the Administrative Committee starting in January, 2001. I am still on the 
committee. 

Mr. Ballenger. But at one time you were taken off. 

Ms. Olson. No, I was talking about the Executive Committee of Enron. I was put on the 
Executive Committee of Enron in 1999 and removed from that committee in late 2000 early 2001. 

I can't remember exactly. It was the end of the year. 

Mr. Ballenger. How many members were on the Executive Committee of Enron? 

Ms. Olson. Approximately twenty. 

Mr. Ballenger. Each one of them had fiduciary responsibility of some sort? 

Ms. Olson. The Executive Committee of Enron was the Executive Committee of the company. 

The Administrative Committee is the committee for the plan participants. 

Mr. Ballenger. Okay. Sherron Watkins was an accountant but had not been there a great length of 
time like you had? 

Ms. Olson. I don't believe she had been there as long as I had. 

Mr. Ballenger. Was she in the line of command? She obviously was probably below you. Where 
did she rank? 

Ms. Olson. She was one of the 400 vice presidents that we had at Enron. 

Mr. Ballenger. You were a vice president? 

Ms. Olson. I was an executive vice president. 

Mr. Ballenger. That made you the top vice president, I guess? 

Ms. Olson. Not the top. 

Mr. Ballenger. Could the Administrative Committee sell stock? Did you have the authority to do 
that? 

Ms. Olson. Yes. We didn't feel like we had the total responsibility to do that. That was one of the 
reasons we went and got independent counsel. 
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The Chairman. The gentleman's time has expired. 

The Chair recognizes the gentleman from New York, Mr. Owens, for five minutes. 

Mr. Owens. Thank you, Mr. Chairman. 

I have been here for twenty years almost, and I was here when the savings and loan swindle 
took place. Most Americans don't know that the taxpayers were out $500 billion. That fact has 
been hidden from them. In the end, it cost more than $500 billion, and the taxpayers paid the bill. 

Most of those transactions were dealt with in terms of civil wrongdoings, and civil penalties 
were imposed. In some cases, they fined individuals, and due to technicalities in the law, I have 
read recently that some of those individuals who had to pay financial penalties are suing now to get 
some of their money back. But most of them did not go to jail. 

Mr. Padgett, do you and the rest of your colleagues consider this situation that you find 
yourself in, where you have been victimized, as the result of a series of unfortunate accidents, or do 
you think there has been a racketeering swindle here? 

Mr. Padgett. Well. 

Mr. Owens. If that puts you on the spot, you don't have to answer. 

Mr. Padgett. 1 won't say it puts me on the spot. I have my own personal opinions, but as far as 
being able to answer that according to the law. 

Mr. Owens. Let me phrase it another way: Are any of your colleagues who have been swindled, 
demanding prosecutions of anybody at this time, do you know? I know there are some class action 
suits going forward, but is anybody demanding some prosecutions? 

Mr. Padgett. Not to my knowledge. 

Mr. Owens. Thank you. 

I would like to ask Ms. Rath, how many shutdowns has Enron had in the last ten years; 
shutdowns of the pension fund? 

Ms. Rath. We have had two blackout periods in the savings plan since I have been there. 

Mr. Owens. Did any occur during the period when the price of stock was rising? 

Ms. Rath. The one prior to this one was in July of 1999. 

Mr. Owens. Both times the stock was going down? In July of 1999, it was already on the decline, 
right? 
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Ms. Rath. I don't remember, quite honestly, what the stock price was then. 

Mr. Owens. It went up to 90 at one point, right? It was declining. We have charts here which 
show it was declining at that time. So in both cases, the stock was going down. In periods where 
the stock was going up there have been no shutdowns. 

Ms. Ghilarducci, you have put your finger on something I would like to have explained in 
more simple detail. You said that taxpayers subsidize pension funds. Can you explain that in 
simple terms that we who are not economists and mathematicians can understand? 

Ms. Ghilarducci. That is hard if you are an economist, but I will try. 

If you get a dollar in pay, you have to pay tax on that dollar. If you divert that dollar into a 
pension, you get an exemption from your income tax. It is deferred. You have to pay it when it 
comes out. We pay for it by not collecting taxes on money diverted and the investments that they 
earn on those funds. 

Mr. Owens. We have had many debates on pension funds in the last ten years on this Committee. 
At all times, the majority of Republicans have insisted that this is really the money of the 
corporations. The Federal Government should not interfere. That has been the song over and over 
again. 


So we have a situation where we have retreated from regulation and involvement and 
protection of the citizens because of this insistence that this is really the corporations' money, but 
the taxpayers have a stake here? 

Ms. Ghilarducci. Yes. 

Mr. Owens. Let me ask one other question. 

Ms. Ghilarducci. Yes. 

Mr. Owens. You said that there is a high probability of 401(k) failures. When did that wisdom 
come into being? How long have we known there is a high probability of failure? 

Ms. Ghilarducci. From the very beginning. 

Mr. Owens. From the very beginning? 

Ms. Ghilarducci. Yes. Academic economists in pension policy knew they were much more risky 
than defined benefit plans, but no one really talked that way because 401(k) balances were going up 
along with the stock market. So the risk involved in those plans has been there from day one. 

Mr. Owens. We all know they are more risky, but you said a high probability of failure? 
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Ms. Ghilarducci. Right. 

Mr. Owens. Has there been some information that substantiates that this has been in existence for 
some time? 

Ms. Ghilarducci. That is the analysis. They have higher fees. Human nature is such that people 
will trade incorrectly. There is also a high probability that you retire at a time that the markets are 
not doing as well. It is a matter of luck, as well. 

Mr. Owens. Did I hear you also say that ours is the only industrialized nation that does not require 
employee representation? 

Ms. Ghilarducci. Yes. Yes. 

Mr. Owens. In other industrialized nations, I suppose the corporations can out vote the employee 
represented on the board, but at least the employee is there as an observer in most of the pension 
plans in other nations. Is that what you are saying? 

Ms. Ghilarducci. Yes. I did a survey a couple of years back, and so has the World Bank. It is 
surprising. In about half the countries, the employees represent half of the trustees, and in this 
country, 8 percent of pension plans have joint trustees. Those are the ones that unions and 
management negotiate jointly. So we have experience here. 

Mr. Owens. Thank you. 

Mr. Castle. [Presiding.] Thank you. I yield myself five minutes. 

Let me offer my sympathy to you, Mr. Padgett, and to a lot of other Enron employees and 
employees in other parts of the country who have had problems with things like this, too. Our goal 
is both to find out what happened at Enron, and to find out how we can solve these problems. 

Mr. Peterson, you indicated that in the management of Hewitt there is a ten basis point 
charge, which would be one-tenth of 1 percent, is that correct? 

Mr. Peterson. Excuse me. The point that I was trying to convey was the fee that Hewitt & 
Associates charges for administration. 

Mr. Castle. Arc there other charges? 

Mr. Peterson. There are typically fund management fees, as well, not part of Hewitt. 

Mr. Castle. Arc there funds within the pension plan that may have their own charges? 

Mr. Peterson. Probably in the neighborhood of ten basis points. 
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Mr. Castle. Ms. Ghilarducci, when you say that fees of 20 to 40 percent caught your attention, I 
thought you were applying that to Enron, but you were not as it turned out later. 

Ms. Ghilarducci. Right. 

Mr. Castle. I assume the ten basis point fee is probably in the realm of reasonable. Can you 
confirm that, or not? 

Ms. Ghilarducci. Certainly. The Department of Labor, I have to refer you to them, has done 
extensive research on what the fees are, what is common, and the fact that they are growing. 

Mr. Castle. I'm just trying to find out if in your judgment ten basis points is a relatively fair fee. 

Ms. Ghilarducci. That is a small fee. That is a small part of earning in a plan. 

Mr. Castle. I understand that. 

Ms. Ghilarducci. Enron would seem to have much higher fees. 

Mr. Castle. Do you know of any fees they have besides mutual fees, and the administrative fees? 
Are there other fees in Enron? 

Ms. Ghilarducci. I don't know about Enron. 

Mr. Castle. There might be other fees? 

Ms. Ghilarducci. The lawyer they hired, the independent counsel, would probably be counted as a 
fee on the form 5500. Practices vary. 

Mr. Castle. Let me ask this question of either Ms. Rath or Ms. Olson, about the switch to Hewitt. 
Why was the switch made? 

Ms. Olson. The switch was made to Hewitt from Northern Trust because of the service level that 
we were getting from Northern Trust. 

Mr. Castle. Was it just a service question or an investment question? 

Ms. Olson. There was also a consideration for the cost of the service, as well. Mikie was actually 
the one that was on the ground working that. She probably can answer that in more detail. 

Mr. Castle. Ms. Rath? 

Ms. Rath. We were very concerned about our service level. It had deteriorated, and I was 
working with Northern Trust pretty consistently to see if we could salvage that relationship over 
the period of years that I have been there. 
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When we realized that their technology would not support what we were requiring for 
24,000 participants in a $2 billion plan, we started looking at other providers. We selected Hewitt, 
and if you don't mind, I can tell you that we saved over $700,000 a year on our fees. 

Mr. Castle. It was really an administrative decision? You were not too worried about the choices 
of mutual funds or Enron stock or anything of that nature? Is that what you are saying here? 

Ms. Rath. Absolutely true. Callan Associates, who was our investment adviser, helped us select 
our funds, so we were pretty sure that our funds were in good order. We were looking for 
administration and technology. 

Mr. Castle. Okay. Let me go back to you, Ms. Olson. I get a little confused between Executive 
Committees and Administrative Committees and some of the committees you have referenced. 

You seem to have been in a position where you were talking to other people or helping run 
aspects of the company, if not the company itself. I didn't really understand this when you were 
answering questions. The page we are referring to is the first page that says, "Dear Mr. Lay" that 
has other pages attached to it, but you only saw that first page, is that correct? 

Ms. Olson. Initially when Sherron Watkins came to me she showed me the first page. 

Mr. Castle. Right. It does bother me, frankly, that in reading that first page, it didn't raise a lot 
more flags than it did. I know you have already testified to this, and I know I am going over old 
ground. But the bottom line is that somebody in a position of authority, particularly with respect to 
pension plans and even their own stock, who would see this would probably have asked more 
questions or been pretty panicked. 

You have indicated that she told you that she was not even sure if this was all true. I have 
heard you say that several times. But I have to tell you that I am still surprised that you would not 
have reacted to the point of talking to others. Did you speak to anybody else about this at that time 
or any time thereafter? 

Ms. Olson. Absolutely. I set up the meeting with Mr. Lay. I felt like it was serious enough. 

Mr. Castle. Did you speak to any of the committees that you were on, the Executive or 
Administrative Committees? 

Ms. Olson. No. 

Mr. Castle. Did you share it with anyone else other than Mr. Lay? 

Ms. Olson. No. The only other person I spoke to about this was Mr. McMahon. Mr. McMahon 
was running the Global Products Group at the time, and Sherron Watkins had gone to him, as well. 
He had encouraged her to go to Mr. Lay. 
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Mr. Castle. My time is up. I am going to ask you one question and that will be the end of my 
time. 


Did it occur to you, even though it was potentially unfounded information, but had the 
ability to impact tremendously upon the value of Enron stock and even the future of the 
corporation, to share it with anyone else other than the two individuals you have named, Mr. Lay 
and Mr. McMahon, such as the full committee, or to call it to anyone's attention? 

Ms. Olson. No, because Mr. Lay and Vinson & Elkins were looking into it. I felt it was in good 
hands with them, and if there were something wrong, they would tell us. 

Mr. Castle. I accept your answer. I am not sure I totally agree with it, but 1 accept your answer. 
Mr. Kildee? 

Mr. Kildee. Thank you, Mr. Chairman. 

I am puzzled, too, by the fact that you did not follow through on this letter from Ms. 

Watkins because it was unsubstantiated. If you were to receive a note saying that there was an 
explosive under the front seat of your car, you would check that out, would you not? 

Ms. Olson. More than likely, yes. 

Mr. Kildee. 1 know I would. I think any prudent person would. 

While this was not an explosive underneath the front seat of your car, which you would 
have checked out. I'm sure, as you have indicated, the word "implode," that "this thing is going to 
implode" is on the front page of this letter. 

It seems to me that there was a certain dereliction of not following through on this. I get 
mail and I have received mail through the years, and just with the first glance of it, I immediately 
check out the issue raised. I think this was a responsibility of yours to share this with other people 
on the Administrative Committee, as you would have checked out a report that there was a bomb or 
explosive under the front seat of your car. It was your responsibility to those people. 

Ms. Olson. I felt like by giving it to Mr. Lay and the Vinson & Elkins investigation, that was my 
responsibility. 

Mr. Kildee. That is one of the problems we have here. You, in your capacity at Enron 
Corporation, are the fiduciary for the workers whose money is entrusted to you, and you arc also an 
employer of Enron Corporation. 

In reporting to Mr. Lay, you only acted upon one of your responsibilities. You reported to 
Mr. Lay. But your responsibility as fiduciary, to my mind, was not followed through on at all. The 
Administrative Committee should have been alerted to the fact that you had received something 
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unsubstantiated. 

I have had threats on my life in my twenty-six years in Congress. I always turn those over 
to somebody. 1 have a responsibility to myself. You had a responsibility to other people. I find it 
baffling, and I can understand the conflict there, the inherent conflict of interest, but I cannot justify 
that you get information and only discuss it with your employer, not those whom you are really 
sworn to protect. 

I find that very baffling, very disturbing. I want to trust my fiduciary, and not have my 
fiduciary just report to her employer, but also report to those who trust her to carry out her 
fiduciary responsibility. 

May I ask Ms. Ghilarducci is there some way that we can craft legislation, first of all, to 
make sure that this inherent conflict we have here does not take place? Can we change Federal law 
on that, and does the President's proposal go far enough? 

Ms. Ghilarducci. Other countries realize that corporate executives and pension trustees are often 
the same person and they have an inherent conflict. The way other countries deal with that is to put 
equal representation of employees on the board, in recognition that both have a stake. 

The President's proposal does not talk about joint administration. We have experience in 
this country where that two-hat problem is solved, and that experience has been good. 

Mr. Kildee. Let me ask you this question, too, because you are an expert on this and you also 
function this way. 

I have the highest voting record of anyone in Congress, so I attend meetings. The only 
reason I was not here yesterday was because I had two hearings scheduled at the same time. But if 
the fiduciary in charge were to miss about half of the meetings of the Administrative Committee 
within a year, is that malfeasance, misfeasance, nonfeasance, or what? 

Ms. Ghilarducci. There is nothing in Federal law that says how many committee meetings you 
have to go to, but the standard interpretation would be considered malfeasance and neglect. 

The Chairman. Thank goodness there is no Federal law in having to attend a committee meeting. 

Mr. Kildee. It would be considered malfeasance, by missing about half the meetings? 

Ms. Ghilarducci. Oh, yes. 

Mr. Kildee. Thank you, Mr. Chairman. 

The Chairman. The Chair recognizes the gentleman from Texas, Mr. Culberson, for five minutes. 
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Mr. Culberson. Thank you, Mr. Chairman. I represent west Houston and many hundreds if not 
thousands of Enron employees who have lost their jobs, as well as their life's savings. 

I wanted to ask if you could give me an estimate, in your opinion how many employees at 
Enron lost their jobs and most, if not all, of their life's savings. 

Ms. Olson. Are you asking me? 

Mr. Culberson. Yes, just ballpark. 

Ms. Olson. As you probably know, over 4,000 people walked out of that building on December 
2nd or 3rd and lost their jobs. 

Mr. Culberson. How many lost most or all of their life's savings or most of their 401(k)s? 

Ms. Olson. I don't have an estimate for that. I don't know if Mikie does or not. 

Ms. Rath. We don't have an estimate of how many people lost, because it is very difficult to tell 
when people were actually buying stock. As of January, we still had 1 ,400 employees buying 
Enron stock at 39 cents, so it is difficult to know because of the daily environment who actually 
lost or who was just trading. 

Mr. Culberson. Okay, thank you. 

Could you also please tell us for the record who to your knowledge participated in the 
decision to make the transition to Hewitt and begin that blackout period? Who participated in that 
decision, and why was that decision made to transfer to Hewitt and trigger this blackout period 
when employees could not trade or move their stock around in their 40 1 (k)s? This question is for 
both you and Ms. Rath, please. 

Ms. Olson. The decision to not stop the transition was at a meeting including Mikie and myself, 
the director of benefits, and also our corporate counsel. And that decision was made based on the 
fact that we could not get information to all the plan participants that we were going to stop the 
transition in time, partially because of the anthrax issue. We as a nation were looking at that. And 
we had over half of the participants outside of the building all over the country, so that was the first 
meeting where we considered stopping the transition. 

The next meeting we considered stopping the transition was the Administrative Committee 
meeting, where we had Hewitt present. We determined at that point that we could probably speed 
up the transition and finish it faster than we could stop it. 

Mr. Culberson. So the only people involved in that decision were who again? 

Ms. Olson. Myself, Mikie, Cynthia Barrow, the Director of Benefits, and Pat Macken, who was 
our Counsel. 
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Mr. Culberson. The notification that went out to employees of the impending blackout period 
included the e-mails which the Committee has been provided copies of. I believe there is one dated 
September 27, 2001, and I am confident you have copies of these. Another is dated October 16th, 
one is dated October 22nd, and one is dated October 26th. 

Have you seen these e-mails? Are these accurate reproductions of those e-mails that were 
sent out to company employees? 

Ms. Rath. The e-mail from September 27th was not sent out from the Enron benefits department. 
Our first e-mail went out in mid October, the 1 6th or 1 7th, and then we sent another e-mail out the 
following week, and then two e-mails on that Friday, the 26th. 

Mr. Culberson. These e-mails, though, are accurate copies, and you can verify the authenticity of 
these to the best of your personal knowledge? 

Ms. Rath. Yes. 

Mr. Culberson. Did Enron use any other method of notifying employees of the pending blackout 
period, other than the e-mails? 

Ms. Rath. Oh, definitely. 

Mr. Culberson. What were those? 

Ms. Rath. We sent out a tricolor, trifold color brochure to all of our participants because we do not 
have any way of notifying our 13,000 inactive participants of savings plan changes as we make 
them. So our policy has always been to mail to employees' homes, or participants' homes using the 
U.S. Postal Service. So we did that the first week of October. 

Mr. Culberson. I understand that there were thousands, as you have already testified, of people 
who lost their jobs and many who lost their life's savings as a result of the collapse of Enron. 

During this time in which the 40 1 (k) plan was locked down, I understand there was also a deferred 
compensation plan known as a rabbi trust. 

I wanted to ask if during this period of time in which the average employee was locked 
down and unable to make any changes or withdrawals from the 40 1 (k), did any of the senior 
executives at Enron make any withdrawals from the deferred compensation plan known as the 
rabbi trust, and if so, who were they and how much did they withdraw? 

Ms. Rath. I am actually not an expert on the deferred compensation, but I can tell you that it was 
linked to the 40 1 (k) plan, and both of those plans were moving together from Northern Trust to 
Hewitt. So for the particular blackout period and transition, it would have also been in transition 
from Northern to Hewitt at the same time. 


Mr. Culberson. Ms. Olson, could you answer that question, please? 
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Ms. Olson. I am not aware of the deferral plan, either. That is in another area. That was in 
another area. I am not sure of that particular time frame. 

Mr. Culberson. Okay. 

There is, I understand, under the securities code section 1 6(b) which designates that there 
are certain executives of the company that are responsible for corporate policy issues and trading 
activities, and if they do not fall under that classification, their trading activity is not reportable. 

Do you know whether or not any of the most highly compensated traders at Enron were 
classified as people whose trades would not be reportable, and do you know if any of those people 
exercised options in 2001 to get out of their 401(k) plan? 

Ms. Olson. I'm sorry, I was not responsible during that time frame for that. I don't have that 
information. 

The Chairman. The gentleman's time has expired. 

The Chair recognizes the gentleman from New Jersey, Mr. Payne, for five minutes. 

Mr. Payne. Thank you, Mr. Chairman. 

Ms. Olson, I was just looking at your attendance results from May to December. Did you 
get to the December 2nd meeting? 

Ms. Olson. I can't remember. 

Mr. Payne. It makes it either a 60 percent absence, and if you didn't make December, it is 70 
percent since May. I guess it is easier to remember the meetings you went to. 

Let me just say also during the time you missed 70 percent of those meetings the stock went 
from $8 1 .39 to $.40, if you were at the December 2 meeting. However, at the same time, you were 
fortunate to get some expert advice, and you were able to sell, or I guess get $6 million on some of 
your sales. Was that correct? 

Ms. Olson. From 1996 through 2001, that is correct. 

Mr. Payne. Okay. I thought I had something that said that much of this sale was done in 200 1 . I 
have something that says that "she," meaning you, sold "$6.5 million in Enron stock in 2000 and 
early 2001.” 

Ms. Olson. That was from 1996 through 2001 . That was the total for those years. 

Mr. Payne. Okay, and your company does not have any sort of policy regarding the two meetings 
that you missed? Miss and you are off? I mean were you ill then, or do you remember? 
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Ms. Olson. 1 just don't remember. 

Mr. Payne. Did you see Oliver North when he did the Iran Contra hearings? 

Ms. Olson. No. 

Mr. Payne. If you get a chance to review it on the History Channel, you ought to do that, because 
he was something else, too. He didn't remember a thing. 

Now, you had the Hewitt group come in. When did they come in as the auditors or 
whatever? 

Ms. Rath. We transferred assets and record keeping functions to Hewitt beginning November 1st. 
Mr. Payne. Of 2001? 

Ms. Rath. 2001. 

Mr. Payne. When did the Northern Trust become your auditors, or the plan executors? 

Ms. Rath. They were our record keeper beginning in late 1993, early 1994, when our 40 1 (k) plan 
went from a monthly-valued plan to a daily-valued plan. 

Mr. Payne. And the previous company you mentioned happened to be a minority firm, and they 
were terminated in 1993? 

Ms. Rath. I'm sorry; I thought you were asking me about our record keeper. 

Mr. Payne. No, I am talking about Northern Trust that was the overall administrator of your plans. 
Ms. Rath. Yes. 

Mr. Payne. They could not keep up, their computers were too slow, they were unsatisfactory, you 
talked about how bad a job they were doing, and therefore you changed companies. 

Ms. Rath. Yes. 

Mr. Payne. I was just wondering about the company that served previous to the Northern Trust. 

Ms. Rath. It was before me. I have no idea who was before Northern Trust. 

Mr. Payne. Okay. I just wanted to mention to the gentleman, Mr. Padgett, that I really am very 
sorry and disturbed that your whole fortune was lost, especially because of the unintended 
consequences you mention: that you were going to retire; you were going to get a little farm; you 
were going to try to help handicapped children, to relieve parents of handicapped children. Your 
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parents, I'm sure they are getting older, and you wanted to spend a little more time to care for them. 

Mr. Padgett. Actually, Congressman, my mother passed away January 2nd, and my step dad 
passed away January 1 9th. 

Mr. Payne. I am really sorry to hear that. 

The thing I am trying to bring out is that in this whole thrust for greed and this Midas touch- 
kind of society we are living in today, not only are you injured, but also some children out there 
that may have been helped by what you would have provided. 

You were satisfied, you worked hard, you just wanted to have a little peace and quiet and 
spend a little time with your wife and do a little fishing, just simple things. 

Mr. Padgett. Absolutely. 

Mr. Payne. But also to make a real difference in the lives of some other people who are stressed 
and need a little break. So, you see, this downward spiral effect is almost like Dante's Inferno. 

This is the seventh level of purgatory. What I have heard from some of these witnesses is 
distasteful, it is disgusting; and the arrogance of "we cannot remember," or the flip way that we just 
have no recall, and it was only $6 million in two years rather than four years. This is really what is 
gnawing at this great country: greed; people's insensitivity; the whole question of "give me my 
thing and let the rest go, wherever it might end up.” 

Before my time expires, I want to say that once again, our hearts go out to you. 

Mr. Padgett. Thank you, Congressman. 

Chairman Boehner. The Chair recognizes the gentleman from Texas, Mr. Johnson, for five 
minutes. 

Mr. Johnson. Thank you, Mr. Chairman. Good to see you all back. 

Ms. Rath, we talked about audits done each year. What was done with those audits? Were 
they given to you and were they reviewed by you? 

Ms. Rath. They were reviewed by me, yes, sir. 

Mr. Johnson. What was the result of your review? 

Ms. Rath. My review was just to make sure that everything was stated correctly from a textual 
standpoint. I didn't review all the numbers. 

Mr. Johnson. You indicated that the auditor made no recommendations is that true? Most of the 
audits I have seen, they provide a recommendation with them. 
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Ms. Rath. We had one year where our audit firm, 1 don't remember whether it was this past year 
or the year before, didn't recommend that we change record keepers, but they strongly suggested 
that there were problems with Northern Trust. I don't remember the exact words of the letter, but 
there was definitely some caution in there. 

Mr. Johnson. Do you recall what the problem was with Northern Trust? 

Ms. Rath. The problem that was consistent was getting accurate data from their system. We had 
problems with an IRS audit for the same reason, and problems with our plan audits. It was pulling 
data out of that system that was inaccurate. 

Mr. Johnson. Really? How do you account for that? 

Ms. Rath. Northern Trust would have to account for that fact. 

Mr. Johnson. They did it for you? 

Ms. Rath. They did it for us. It was their computer systems. 

Mr. Johnson. To your knowledge, did the Administrative Committee review those audits? 

Ms. Rath. To my knowledge, the Administrative Committee did not review the audits. 

Mr. Johnson. The buck stopped at your desk? 

Ms. Rath. The buck stopped at my department, yes, sir. 

Mr. Johnson. Okay. I ask about payments from the 401(k) plans to executives, and you indicated 
you didn't know of any from the 401(k) plans. Were there any payments to the executives from 
any of the other benefit plans such as health plans or other plans that you might have? 

Ms. Rath. In my capacity, I reviewed the ESOP plan and the pension plan and the savings plan 
only. Our health plans were audited, but I couldn't speak to what payments were made from those 
plans. 

Mr. Johnson. Out of the three you mentioned, there were no payments made. Is that true or false? 

Ms. Rath. We followed the guidelines pretty carefully, sir. I am pretty sure there were no 
payments made except those that were required to be made. 

Mr. Johnson. Is it, in your opinion, possible that it could have happened without you knowing 
about it? 

Ms. Rath. I cosigned letters authorizing the trust to make payments, so I didn't authorize or sign 
any letters to any individuals other than plan providers. 
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Mr. Johnson. Thank you. I appreciate that. 

Do you know, Ms. Olson, what the level of concern about the company's stock performance 
was in the Administrative Committee, which you were on, 1 understand? 

Ms. Olson. Yes, absolutely. That is why we went out and hired counsel and a financial adviser. 
We did have a concern. 

Mr. Johnson. But you hired counsel and an adviser. Was that to protect yourselves, or was it to 
help the people in the plan? 

Ms. Olson. It was to help the people in the plan, to advise us what we needed to do. 

Mr. Johnson. What was their advice? 

Ms. Olson. They haven't come back with specific advice yet. 

Mr. Johnson. Come on. 

Ms. Olson. They haven't. 

Mr. Johnson. When did you ask for that counsel? 

Ms. Olson. We started working with them the first part of November. 

Mr. Johnson. They still haven't come back to you? 

Ms. Olson. No. 

Mr. Johnson. Are you paying them? 

Ms. Olson. I think so. 

Mr. Johnson. Can you tell us who your legal counsel was? 

Ms. Olson. Cal Courtney. 

Mr. Johnson. Okay. Did they ever give you any advice about Enron's performance, or did they 
just walk off in the dark and say, we will see you later? 

Ms. Olson. We hired FTI, and they are the financial adviser that is working on giving us advice at 
this point. 

Mr. Johnson. Okay. I see my time has expired, Mr. Chairman. Thank you for the questioning. 
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Chairman Boehner. The Chair recognizes the gentleman from Indiana, Mr. Roemer, for five 
minutes. 

Mr. Roemer. Thank you, Mr. Chairman. 

Mr. Padgett, how much money did you start out with in your 40 1 (k) account? 

Mr. Padgett. How much did I start out with? 

Chairman Boehner. How much did you get up to, finally? 

Mr. Padgett. At December 31, 2000, it was $615,000 approximately. At the highest point of the 
stock, it was probably $675,000. 

Mr. Roemer. When it was at $675,000 what was the stock worth? 

Mr. Padgett. About $90. 

Mr. Roemer. Today your 40 1 (k) is worth how much? 

Mr. Padgett. Probably less than $5,000; I have not calculated lately. It kind of makes me ill. 

Mr. Roemer. I don't blame you. 

Ms. Olson, what is your 401(k) account worth today? Or what was it worth at its high peak, 
as Mr. Padgett's, and what is it worth today? 

Ms. Olson. At the high peak it was worth around $800,000. It is worth around $400,000 today. 

Mr. Roemer. You lost about half the value of your 401(k), and Mr. Padgett lost $600,000, almost 
everything. How do you explain that? 

Ms. Olson. Because I had some of my 401(k) in stable asset and not Enron stock. 

Mr. Roemer. So you had stock outside of just purely the Enron stocks? 

Ms. Olson. I took advantage of one of the other options. 

Mr. Roemer. Did you sell stock, though, as you walked into the building? You mentioned 
previously in your testimony that signs arc flashing everywhere in the lobby that show what the 
stock is worth and TVs are on everywhere. 

Were you selling Enron stock all the way through, since you received the memo from 
Sherron Watkins? 
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Ms. Olson. No. The last options that I exercised were in March of 200 1 . 

Mr. Roemer. When did you get the memo from Sherron Watkins? When did she walk in? 

Ms. Olson. Sometime at the end of August of 200 1 . 

Mr. Roemer. She gave you this memo, and you didn't do anything with your stock after you saw 
this memo? 

Ms. Olson. I did sell 3,000 shares of my ESOP, which I have had since 1992. 

Mr. Roemer. Was that just a personal decision you made to do that? Did you discuss that with 
friends or a stockbroker or personal advisers, or did you just decide to sell? 

Ms. Olson. It was the few days before it was imminent, according to the media that we were going 
to file bankruptcy, so I moved my 3,000 shares of ESOP to a stable asset in the 401(k). 

Mr. Roemer. Yet Mr. Padgett, who was totally exposed with Enron stock, does not receive any 
kind of advice. He is not seeing the Enron board flashing the demise of the company, he is off in 
another part of the Enron Corporation, and he loses everything. 

How did Mr. Lay react when you gave him the memo that Sherron Watkins had given you 
saying that there was something seriously wrong with Enron? 

Ms. Olson. Actually, she took the memo with her to meet with Mr. Lay. I had set up the meeting, 
and she gave him the memo. 

Mr. Roemer. So you called Mr. Lay and said, “Ms. Watkins has a serious concern, serious enough 
to set up a meeting with you. I think you should meet with her”? 

Ms. Olson. Yes. I said that I thought he should meet with her. 

Mr. Roemer. It was serious enough to meet with Mr. Lay, but not serious enough to act on in your 
role as a fiduciary for the rest of the people like Mr. Padgett? 

Ms. Olson. The reason Ms. Watkins wanted to meet with Mr. Lay was for him to kick off an 
investigation to determine if her allegations were accurate. That is what Mr. Lay did. 

Mr. Roemer. But the allegations were serious enough for you to call the CEO of the company, 
who you report directly to, and say, “You should sit down and meet with her,” yet you did not 
attend meetings to do something about that serious concern and try to help the rest of the 
employees? 

Ms. Olson. I believed that it was in the hands of Mr. Lay and Vinson & Ellis and it would be 
handled that way. 
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Mr. Roemer. Did you follow up with Mr. Lay then, and ask, “How did the meeting go with Ms. 
Watkins? Should we do anything, Mr. Lay? We have a lot of exposed employees here. What 
should we do, Mr. Lay?” What did she say to you, and do you think there is some kind of veracity 
and accuracy in this memo? 

Ms. Olson. Mr. Lay or Ms. Watkins, one of the two, let me know they were kicking off an 
investigation of Vinson & Elkins. 

Chairman Boehner. The gentleman's time is expired. The Chair recognizes the gentleman from 
Georgia. 

Mr. Roemer. Mr. Chairman, I would hope that we could continue to pursue some rounds on this, 
and again I appreciate the time. 

Chairman Boehner. The Chair recognizes the gentleman from Georgia, Mr. Isakson. 

Mr. Isakson. Thank you, Mr. Chairman. 

Ms. Ghilarducci, I appreciated the four-point recommendations that you made. I wanted to 
ask you about one of them. As I remember it, one of your recommendations was that there be 
some type of legal limitation on the percentage of a 40 1 (k) plan that could be in the company's 
stock. Is that correct? 

Ms. Ghilarducci. Absolutely. 

Mr. Isakson. Let me tell you the foundation for my question so it does not appear to be a loaded 
question. I'm always worried that we in Congress let the pendulum go too far the other way, and, 
because of a terrible incident, end up prohibiting a lot of very positive things. 

By way of example, yesterday in his testimony Mr. Miller's posted some 20 companies and 
the percentage of their company stock that was in 401(k) s. One of them was Home Depot, which 
happens to be a company founded in my district and a company that I know a lot about from its 
founders. The chart is not here today, but I believe it showed that 74 percent or thereabouts of 
Home Depot's 401(k) plans were in Home Depot stock. 

Now, my recollection of the Home Depot success story was that in its early days it used 
company stock contributions and encouraged investment in company stock in the 401(k) as an 
incentive to build a company, because the workers actually had equity. The story, if I remember 
correctly, is Home Depot made millionaires out of thousands of their employees because it was the 
employee's work that produced the great success story. 

I completely understand forced diversification by a capitated corporate plan could have 
possibly protected Mr. Padgett to the extent whatever that capitation was on Enron stock. I also 
realize had he been an employee of Home Depot, it would have prohibited him from significant 
earnings. 
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So here's my two-part question. If the Congress got into that type of recommendation or it 
was offered, do you think in your learned opinion that it ought to be a provision that employees 
should be informed of and could opt out of instead of it being mandatory across-the-board? That 
would cause the employee to be informed, and it would cause them to make conscious decisions. 
Would you think that would serve the purpose of employee protection, while not preventing them 
from benefiting from the honorable efforts that are true in this country? 

Ms. Ghilarducci. I appreciate the question. I've thought about it quite a bit, and in my testimony I 
notice that that employee would be conflicted. So to put in less than they want would seem 
disloyal and so they would be conflicted. 

When the Studcbaker workers lost their pension in a town I happen to live in now. Congress 
saw fit to restrict the investments or mandate diversification in defined benefit plans to 1 0 percent. 

I know there are celebrity companies that have a high percentage of their employee stock into 
40 1 (k)s, but on average it's about 1 5 percent. So I do think there should be a mandate, because the 
employee with just education has too many other conflicting urges not to take good advice. 

Mr. Isakson. I know you used some individual psychology in your explanation. So your response 
is that to some of the employees the appearance of disloyalty in their minds would force them to 
waive the 20 percent prohibition and go ahead and put more in. Is that correct? 

Ms. Ghilarducci. Some employees, though, would realize they could be loyal to the company and 
also be diversified in their fund. 

Mr. Isakson. I want to ask this question. In the end, though, isn't the integrity of the management 
of the company the ultimate decider in that factor? And by that, I mean if a company would make 
an employee feel intimidated and not loyal because they didn't waive the mandatory diversification, 
it might be the same type of a company that would have purported to be in far better shape than it 
really was. Isn't that probably true? 

Mr. Isakson. Oh, the Enron-type situation would be an exception? 

Mr. Isakson. No. The point is the integrity of the management ultimately would be the decider. 
Ms. Ghilarducci. I know you want yes or no, and I think it depends. 

Mr. Isakson. We don't ever answer yes or no, so I can understand why you wouldn't. I yield back, 
Mr. Chairman. 

Chairman Boehner. The gentleman's time is expired. 

The Chair recognizes the gentleman from New Jersey, Mr. Holt, for five minutes. 


Mr. Holt. Thank you, Mr. Chairman. 
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Ms. Olson, the Chairman and Mr. Roemer and others have made much of the fact that you 
took this memo in August seriously, or at least seriously enough to set up a meeting with the CEO 
of this corporation whose time I'm sure was precious. And yet you didn't take this to your advisory 
committee that had a fiducial responsibility for looking at the assets of the employees. 

You also said that you had, it sounded to me, at best, casual introduction to your fiducial 
responsibilities. No one sat you down. No lawyer met with you. No official from an outside 
agency presented you with a course or even a booklet on your fiducial responsibilities. Is that true? 

Ms. Olson. Not that I can recall. 

Mr. Holt. So it sounds like it was at best casual. At least it didn't make much of an impression, if 
it existed at all. 

Is there anything that would have helped you exercise your fiducial responsibilities if it had 
existed earlier, perhaps in regulation? 

Ms. Olson. Potentially more information. 

Mr. Holt. Okay. Did your group ever talk about the need, the desire to provide investment advice 
but you felt constrained because the ERISA regulations prohibited a provider offering investment 
advice? 

Ms. Olson. We didn't talk about that in the Administrative Committee, but the benefits department 
spent a lot of time trying to push diversification within the company. A lot of the brochures and 
materials were sent out to employees, and we also held a benefit fairs. Several years ago we had 
some actual investment seminars, but in the benefits area, we always felt like there was a fine line 
that we shouldn't cross with respect to providing independent investment advice to our employees. 

Mr. Holt. Thank you. 

Ms. Ghilarducci, is there anything in practice or theory that suggests there's a reason why 
executives should have different rights to adjust their portfolios, just to buy or sell, or to have 
different lockout periods than workers? 

Ms. Ghilarducci. No. 

Mr. Holt. And with regard to the percentage of company stock in a parent company, you said all 
academic experts in the field would agree that there should be some limit. Could you say a bit 
more about that? 

Ms. Ghilarducci. Oh, yes. Despite Mr. Boehner saying that I've come here a lot, I only came here 
once before, and there was a panel of academic experts. 

Chairman Boehner. It must have been because you're so memorable. 
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Ms. Ghilarducci. You were here, too. There was a whole panel of us on very different spectrums 
of economic ideology and methodology, John Shoven from Stanford, and we all agreed that there 
should be some diversification in retirement plans because those are tax deferred and they're for 
long-term savings. The productivity issue that was raised is really produced by Congress through 
the ESOP plans and that's different. 

Mr. Holt. Okay. Mr. Peterson, I see the time is moving along, so, just quickly, who would have 
the most motivation to provide genuine balanced investment advice to employees? And what 
would give an advisor the appropriate motivation to provide it? 

Mr. Peterson. Maybe I can answer with an example of what Hewitt & Associates does in our own 
plan. We've made investment advice available to our associates through an independent provider. 

Mr. Holt. And what provides the motivation to do that? 

Mr. Peterson. That provider, they have no other relationship with us or with any of the investment 
managers. 

Mr. Holt. And who pays them to do it? 

Mr. Peterson. Hewitt Associates does. 

Mr. Holt. And why does Hewitt pay them to do that? 

Mr. Peterson. I think it's just supporting the notions we've been talking about here this morning of 
having this be something that Hewitt Associates has decided is appropriate for our people, for our 
employees. 

Chairman Boehner. The gentleman's time is expired. 

The Chair recognizes the gentleman from Ohio, Mr. Tiberi, for five minutes. 

Mr. Tiberi. Thank you, Mr. Chairman. 

Mr. Padgett, we heard a little bit about your situation. You've been with Enron ten years, I 
understand? 

Mr. Padgett. Yes, sir. Ten years, but with thirty years credited service. 

Mr. Tiberi. Thirty years credited service. And you lost, according to Mr. Roemer's question, 
$600,000 in your 40 1 (k) plan? 

Mr. Padgett. I lost a little over $600,000. 
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Mr. Tiberi. During your ten years with Enron, were you provided with stock options as Ms. Olson 
was? 

Mr. Padgett. Yes, we were. In 1994, 1 believe it was, Enron granted hourly paid employees some 
stock options. 

Mr. Tiberi. And so you were offered stock options? 

Mr. Padgett. Yes. 

Mr. Tiberi. Have you exercised those stock options? 

Mr. Padgett. 1 exercised a portion of the first grant to buy my wife a new vehicle, and the rest of 
them I left in there because I had until 2004 before they expired. So with all that management was 
telling us as far as the price of the stock going up, I felt like I'd leave them there until it got even 
higher. 

Mr. Tiberi. When did you exercise the portion? 

Mr. Padgett. The portion I exercised was in 2000, 1 believe. 

Mr. Tiberi. What was the worth of the stock then? Do you recall? 

Mr. Padgett. The stock was worth I want to say $80-something a share. 

Mr. Tiberi. And how much did you cash out, how many shares? 

Mr. Padgett. I cashed out about 800 shares. 

Mr. Tiberi. And how much was that worth at the time? 

Mr. Padgett. Oh, gosh, about $60,000. 

Mr. Tiberi. And how much stock do you have remaining? 

Mr. Padgett. I’ve got about 2,150 shares left of that first grant. They also gave us two other 
grants. One, I don't remember the exact dates, was when the price of the stock was about $83 or 
$86 a share. I believe that was in 2000. Then when the stock dropped to $36 a share, they gave us 
another grant at $36 a share. So it probably gives me a total of around 3,000 shares of stock 
options. 

Mr. Tiberi. And what is the value of that today? 


Mr. Padgett. Zero. Worthless. 
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Mr. Tiberi. Ms. Olson, you were a member of the Administrative Committee for Enron. That's 
been established today. What would you say your role was as a member of that committee? 

Ms. Olson. We saw our role as threefold: to ensure that the 401(k) had adequate investment 
options, to monitor the pension investments, and to take any grievances. 

Mr. Tiberi. As a member of the committee, do you believe the committee had a role in designing 
the plan, and, if not, who designed the plan? 

Ms. Olson. The board of directors was in charge of plan design. 

Mr. Tiberi. Could the committee add or subtract options? 

Ms. Olson. The committee could recommend changes to the plan design. 

Mr. Tiberi. And the final authority was with? 

Ms. Olson. The final authority was with the board of directors. 

Mr. Tiberi. How often did the committee, during your period of time with the committee, 
recommend changes? 

Ms. Olson. During that period of time, I didn't see any recommendations coming from the 
committee. 

Mr. Tiberi. Did the committee offer or recommend to the board any design with respect to Enron 
stock? 

Ms. Olson. No. 

Mr. Tiberi. It never did while you were there. Did the committee, other than walking through the 
building and watching the TV or in the elevators, have a formal role in monitoring Enron stock? 

Ms. Olson. I don't believe so. 

Mr. Tiberi. So you did not monitor Enron stock as a committee? 

Ms. Olson. Not as a committee. Each individual, I'm sure, monitored Enron stock. 

Mr. Tiberi. Did the committee ever discuss informing Enron employees about allocation of Enron 
stock in their plan? 

Ms. Olson. No. I don't recall us ever discussing that. 
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Mr. Tiberi. And the committee then also never talked about providing information to Enron 
employees about diversification in their plan? 

Ms. Olson. I don't recall discussing that as a committee. We did as a benefits department. 

Mr. Tiberi. But not the Administrative Committee? 

My time is almost expired. Ms. Rath, as a benefits department, what did the committee 
determine was the appropriate role for your office in providing information about diversification? 

Ms. Rath. My office would monitor recent legislation. We would monitor employee requests, and 
then we would either make recommendations to the Administrative Committee to consider, or we 
would be asked by the Administrative Committee to do certain functions or to provide information 
to them. 

Mr. Tiberi. I have just one final question. 

Chairman Boehner. The gentleman's time has expired. The Chair recognizes the gentleman from 
Massachusetts, Mr. Tierney. 

Mr. Tierney. Thank you, Mr. Chairman. 

Ms. Olson, back in the period between the last month of the year 2000 and March of 2001, 
you testified I think yesterday that you sold 83,000 shares of Enron stock for $6-1/2 million. 
Correct? 

Ms. Olson. No. Over those years I sold $6-1/2 million from 1996 through 2001. 

Mr. Tierney. And was there a period of time when your sales were heavier than others? 

Ms. Olson. Yes, in late 2000 and 2001 . 

Mr. Tierney. Now, did you get any advice from somebody as to whether or not to hold your 
shares in Enron or to diversify or to sell? 

Ms. Olson. Yes. 

Mr. Tierney. Who did you go to for advice, somebody within the company or someone outside? 
Ms. Olson. I went to someone outside the company. 

Mr. Tierney. And who in particular would that be? 

Ms. Olson. His name was Dean Lane with Compass Bank. 
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Mr. Tierney. And is advising his business, or is he just a friend? 

Ms. Olson. No. He's in the business of advising. 

Mr. Tierney. Why did you go to such an individual outside the company? 

Ms. Olson. I was thinking about leaving the company. I'm close to fifty. My husband and I were 
looking at retiring, and we just felt like it was important to take a look at our financial position. 

Mr. Tierney. What was going on in the company at that time that led you to think that you had to 
worry about whether you held your stock in the fashion it had been held for some period of time or 
change that plan? 

Ms. Olson. It wasn't what was going on with the company. It was what was going on with me 
personally in the company. 

Mr. Tierney. When you met with your advisor, what did you share with him about the condition 
of Enron at that time? 

Ms. Olson. It was a great company. I thought the stock was going to go up. 

Mr. Tierney. And yet, regardless of that comment, he still advised you to diversify? 

Ms. Olson. Yes. He said I was way too emotionally involved in my stock and he had had other 
clients in similar positions with Compaq and Lucent stock. He highly advised me to think about 
diversifying. 

Mr. Tierney. Okay. Mr. Padgett, did you have anybody advising you as to whether or not to hold 
your Enron stock or to diversify? 

Mr. Padgett. No, sir. Not to my knowledge. 

Mr. Tierney. You did have communications, however, from Mr. Lay and others within the 
company about holding the stock or about investing in the stock? 

Mr. Padgett. Yes, sir. We were constantly encouraged to invest in the stock. 

Mr. Tierney. And how were you encouraged? Was it oral communication or written in some 
form? 

Mr. Padgett. It was usually through e-mail communications. 

Mr. Tierney. I've read in the testimony and in comments that you made elsewhere that you 
thought at some point in time the company may have changed or deleted some aspects of the 
e-mail. 
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Mr. Padgett. It appears so. 

Mr. Tierney. How does it appear that the company altered the e-mails that led you to keep your 
investments in Enron stock? 

Mr. Padgett. I don't know if 1 understand the question or not. 

Mr. Tierney. Well, the indications were that you thought the e-mails had been altered in some 
regard. 

Mr. Padgett. Some of the e-mails had been deleted. 

Mr. Tierney. Entirely. 

Mr. Padgett. From my e-mail computer, they were. 

Mr. Tierney. From your memory, what were the contents of some of those e-mails? 

Mr. Padgett. They were conditions or statements of the company. 

Mr. Tierney. Such as? 

Mr. Padgett. Such as the company was in great shape. 

If I remember correctly, one of the e-mails was from Mr. Lay and stated that the company 
was in the best shape it's been in years. 

Mr. Tierney. And did other individuals within the company give that advice in addition to Mr. 
Lay? 

Mr. Padgett. Yes, sir. 

Mr. Tierney. And who were they, if you remember? 

Mr. Padgett. Mr. Horton. 

Mr. Tierney. What's his position? 

Mr. Padgett. I don't know exactly what his position was. I think at one time he was CEO of our 
division, which was the clean fuels division. 

Mr. Tierney. At any time, were you ever provided with access to a non-conflicted adviser, 
somebody that could advise you with respect to your holdings that didn't have a simultaneous 
interest in Enron? 
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Mr. Padgett. No, sir, not to my knowledge. 

Mr. Tierney. Do you think, Mr. Padgett that having a non-conflicted adviser would have been of 
use to you with respect to how you maintained your retirement account? 

Mr. Padgett. Yes, sir. I believe it would have. I believe it would have given me more 
information to work with. 

Mr. Tierney. And obviously I think from the circumstances you just indicated, that getting advice 
from somebody that's conflicted with the company wasn't very useful to you at all, was it? 

Mr. Padgett. No, sir it wasn't. 

Mr. Tierney. And you relied on that conflicted advice, obviously, to your detriment. 

Mr. Padgett. Absolutely. We trusted management. We trusted the company. 

Mr. Tierney. Thank you. Well, point that out. My time is running out. The sole purpose of that is 
the one individual here who had contact with a nonconflicted adviser managed to diversify her 
portfolio and do substantially quite well. You, on the other hand, did not have anything except for 
conflicted advice, and only you suffered from that. 

Part of the legislation the Administration proposed would in fact support the Chairman's 
bill, another bill that would allow for conflicted advice. Many of us, Mr. Padgett, have had to 
believe that advice is great, it ought to be provided, but it ought not to be conflicted. There's no 
reason at all for conflicted advice. I think that you're the poster child for that, unfortunately. 

Mr. Padgett. Absolutely. 

Mr. Tierney. Thank you. 

Mr. Johnson. [Presiding] Thank you. 

Ms. Woolsey, could I ask one question? 

Ms. Woolsey. I suppose. 

Mr. Johnson. Bless your heart. You're a sweetheart. 

Mr. Peterson, a witness before the Senate committee complained that the blackout period 
lasted longer than November the 13th for some plan participants. Do you know anything about 
that? Can you discuss those difficulties? 

Mr. Peterson. No, sir, I can't. The services we were providing were available starting on 
November 13 th. 
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Mr. Johnson. Do you know, Ms.Rath? 

Ms. Rath. No, sir. We had sent out a postcard to all of our participants telling them to either 
watch the Internet or call a recorded line so that we could notify them of the early date. 

Mr. Johnson. So, according to your information, there was no extension. 

Ms. Rath. No extension. We went live the morning of November 13th. 

Mr. Johnson. Thank you very much. 

Ms. Woolsey, you're recognized. 

Ms. Woolsey. Thank you very much. 

This is so hard for me, because twenty years before I got here, I was a human resources 
professional. From 1969 to 1980, 1 was part of a start-up company. I was the number six 
employee, and when I left, we had over 700 employees. Now, 700 versus 23,000, there's a big 
difference. But I keep thinking that when I first went into the business of human resources, it was 
at the beginning of ERISA, and that was when ESOPs first came to the forefront. We did all that 
because it was a telecom and actually has become a Fortune 300 company now. 

So I keep thinking what I would have done if what happened to Enron was happening to my 
company. And I can hear my voice. I would not have let up until the president of that company 
paid attention to what was happening to the employees, their benefits, their futures and their 
livelihoods. But I know there's a difference between 700 and 23,000 employees. 

Ms. Olson, I want to know if you would tell us how far removed were you from Mr. Lay in 
the reporting, in the hierarchy? Did you report directly to him? 

Ms. Olson. I report directly to him. 

Ms. Woolsey. Okay. So in your interactions with him in his "we'll put it off until tomorrow” 
decisions, what was that doing to you? I mean, I don't see how you could live with yourself. I'd 
have been frantic, because that was my job. 1 knew my job was to actually protect the people, and 
also the reputation of my company. You're a vice president in community relations. What a 
terrible thing for your company to be known for now. 

I want to tell you, I can't bear the thought of you ending up being responsible for all of this. 
Somebody else really is. Who do you think that is? 

Ms. Olson. I can't say. There are so many investigations. A report was just issued. The courts 
will decide. I don't know. 
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Ms. Woolsey. Do you think it was your responsibility? Are you going to end up holding the bag 
on this? 

Ms. Olson. No. 

Ms. Woolsey. Does anybody else want to comment on who they think was responsible? No? 

Well, when we're all through with this, if a vice president ends up holding the bag and the 
people above end up going free, we really, really have a problem in this country. So I hope you 
participate fully in the investigation so people know exactly what happened and who ultimately 
made the decisions. Thank you. 

Mr. Johnson. Mr. Andrews from New Jersey, the Ranking Member, Subcommittee for Employer- 
Employee Relations. 

Mr. Andrews. Thank you. I thank all the witnesses for what I'm sure has been a very difficult 
process. We thank you for coming and testifying. 

Truthfully, as you know, Ms. Olson, on June 25th of 2001, you were present for a meeting 
of the Administrative Committee. As I read the minutes of the meeting, the purpose of it was to 
choose among three candidates to be the large cap manager for, I assume, the cash balance plan. 

Ms. Olson. It was for the pension fund. 

Mr. Andrews. Okay, for the pension fund. And you made a motion to approve one of the three 
applicants and the motion was approved. Without being real specific as to why you supported that 
one applicant, what was your reasoning for choosing one of the applicants over the other two? 

Why did you do it? 

Ms. Olson. As I recall, Jim Neugard, who works in our Treasury Department and came to every 
Administrative Committee meeting, provided us with information about these advisers. And we 
were working with Cowan & Associates as well. I believe it was Swiss Bank. 

Mr. Andrews. Yes. To be honest with you, it's sort of beside the point. I assume what you did is 
make a choice among three people. What was the basis of that choice? 

Ms. Olson. They just appeared to be better. Their returns were better. 

Mr. Andrews. Right. Better for whom? 

Ms. Olson. For the participants. 

Mr. Andrews. For the participants in the plan. 


Ms. Olson. Right. 



160 


Mr. Andrews. And that's really the essence of fiduciary duty, and 1 know that you understand it. I 
know that that's something that has meaning to you as a professional. A lot of the questions today 
have been about other circumstances over the last fifteen months or so. Where it's baffling to an 
observer is why you didn't do some other things that would have been in the best interest of the 
participants. 

You know, in the beginning of this whole process, to look at a situation where participants 
in a 40 1 (k) plan have all of their assets in the company stock, as Mr. Padgett did, raises some 
questions about education for investors. In March of 2001 when the Fortune magazine article 
appeared about the company being in grave and dire straits, I think I understand from your 
testimony that you didn't discuss that magazine article with any of the other members of the 
Administrative Committee. Correct? 

Ms. Olson. No. We didn't discuss it. 

Mr. Andrews. And at the time that you sold many of your own shares of the stock, for whatever 
reason, you didn't discuss any possible financial trouble Enron had with any other members of the 
Administrative Committee. Right? 

Ms. Olson. No. That was a personal decision. 

Mr. Andrews. And when you received this now infamous memo from Ms. Watkins in August of 
2001, as Mr. Rocmer said, it was of such magnitude that this fairly mid-level employee, one of 400 
people at her level, gets to see the boss of the company. It must have been a major, major deal. 

But it's my understanding from your testimony that you didn't discuss that memo with other 
members of the Administrative Committee. Correct? 

Ms. Olson. Correct. 

Mr. Andrews. And you didn't change the education program so that people like Mr. Padgett 
would know that at least it was an issue that people thought the company might be in trouble. Is 
that correct? 

Ms. Olson. That's correct. 

Mr. Andrews. Mr. Padgett, during that time, outside of any popular media, any mass media, did 
the company tell you anything about any problems it might be having? 

Mr. Padgett. No, sir, they did not. 

Mr. Andrews. Okay. Now, Ms. Olson, it is obvious to me that you are an accomplished 
professional, that you have earned your way to a very high position in your profession, and that you 
are someone who knows what she is doing. I would like to follow up on Ms. Woolsey's line of 
questioning, because it seems to me that there's another story behind why a person of such 
outstanding achievement would make oversights or fail to do things that seem to be pretty 



161 


obviously need to be done. 

I think the reason might lie in this: What would have happened if in April of 2001, you had 
gone to a meeting of the Administrative Committee and suggested that an e-mail be sent out, 
suggesting that there were significant reportings that Enron stock was losing great value and the 
company might be in some severe financial trouble? If you had made that recommendation to the 
Administrative Committee, what would have happened to you in your position as an employee of 
the company? 

Ms. Olson. I honestly don't feel like I would have been at risk. 

Mr. Andrews. You think that you wouldn't have been at risk? You think your career would have 
been in any way compromised or jeopardized by making that kind of disclosure? 

Ms. Olson. That's hard to say. 

Mr. Andrews. Did anyone ever tell you not to make such a disclosure? 

Ms. Olson. No. 

Mr. Andrews. Did anyone ever suggest that it would be in your best interest not to make such a 
disclosure? 

Ms. Olson. No. 

Mr. Andrews. Did you ever discuss the possibility of making such a disclosure with one of your 
superiors at the company? 

Ms. Olson. No. 

Mr. Andrews. Thank you very much. 

Chairman Boehner. Thank you, Mr. Andrews. 

Mr. Scott of Virginia, you are recognized. 

Mr. Scott. Thank you, Mr. Chairman. 


Mr. Chairman, I said yesterday, and I'll say again today, that I'm not as offended as some 
other people are about the idea of some regulation over these pension funds. We have Social 
Security, which is a safety net, and private investing where you can do whatever you want. There's 
an expectation from pension funds that's different from the ordinary investment accounts, even to 
the point where the Federal Government guarantees some of the pension funds. 
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So like I said if there's some limitation on investment options and on company stock, if in 
the fullness of time most of the value is capital gains. I'm not offended. There are some 
calculations that question whether or not you're better off outside of a taxable account, because 
when you draw it out of a 401(k), you have to pay ordinary income tax, whereas if you just cash it 
out, you're paying at the capital gains rate. 

Having said that, Mr. Peterson, I notice that you called your function, I think, record keeper. 
Mr. Peterson. Yes, sir. 

Mr. Scott. Which is different from administrator and fiduciary, which will have other 
implications. Did you have a fiduciary obligation? 

Mr. Peterson. No, we did not. We did not exercise any discretion in the process. 

Sir, if I may, just to clarify something that was said earlier and make sure that it's certain it's 
clear; we arc not trustee of the plan. We do not control the assets themselves. 

Mr. Scott. You have a list up on the board that says investment options available under the 40 1 (k) 
plan. Who decides what the investment options are? 

Mr. Peterson. Enron decides those. 

Mr. Scott. Enron makes those decisions. 

Who at Enron makes those decisions? 

Mr. Peterson. I'll defer to the folks on my right. 

Ms. Rath. Those investment options arc determined by recommendation, either from an 
investment adviser, such as Cowan & Associates, or through a recommendation from the Benefits 
Department to the Admin Committee. 

Mr. Scott. Who has the fiduciary responsibility to make sure that whatever the investment options 
are, are in fact appropriate for pension funds? Does anybody have that fiduciary responsibility? I 
mean you've got a limited list of options. Anybody? Is there any screening process to determine 
whether or not the things that you can buy in the pension fund are in fact appropriate for pension 
funds? 

Ms. Olson. I believe the Administrative Committee does. 

Mr. Scott. You believe? 


Ms. Olson. Yes. 
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Mr. Scott. Y ou're saying that they do in fact have a fiduciary responsibility to ascertain whether or 
not the investment options are appropriate for pension funds? They do? 

Ms. Olson. To make sure that the investment options that we offer in our pension funds are good 
options. 

Mr. Scott. Okay. 

Mr. Peterson, in your function as record keeper, you indicated that you're charging fees that 
are in the ten basis points range. Some of the investment options of mutual funds charge annual 
fees in the sixty to one hundred and fifty basis points range. Does anybody get a commission or 
anything like that if people buy one of the funds that charge those kinds of fees? 

Mr. Peterson. Hewitt Associates and other record keepers sometimes receive contributions toward 
our fees, which are used to reduce the fees that are otherwise paid by the plan or by the plan 
sponsor from the fund managers. 

Mr. Scott. Does that create a conflict of interest if some are kicking back more than others; you'd 
have an interest in getting those on the board? 

Mr. Peterson. No, sir, because it reduces fees that are otherwise paid by the plan sponsor or by the 
participants. 

Mr. Scott. We're kind of fraught over what is happening, and nobody has taken responsibility. I'd 
just like to say that somebody is going to have criminal or civil liability for this. 

My time is running out. I wanted to ask a quick question on the blackout period. I notice 
on our own Thrift Savings Plan we have a blackout period for 6 weeks. If we don't get in a request 
to change allocation or something by the 1 5 th of the month, it will be 6 weeks later before it 
becomes effective. What are normal blackout periods in other thrift savings, 401(k)-type plans? 

Mr. Peterson. Would you like me to respond to that? 

Mr. Scott. Yes, please. 

Mr. Peterson. It sounds to me like the period that you describe is something that's on a regular 
ongoing basis. What we've been discussing in the context of the Enron situation that does occur 
regularly has to do specifically with changing a record keeper or trustee or something like that. As 
to your question about duration, very significantly depending on the circumstances we've seen, 
blackout periods that are as short as a few days to a week and other times where it's several weeks, 
over a month long. 

Mr. Scott. Up to a month long? 

Mr. Peterson. Even over a month long. 
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Mr. Scott. Is 6 weeks unusual? 

Mr. Peterson. I've seen situations where a blackout is 6 weeks. I'd say today that's on the high 
side. 

Mr. Scott. Thank you, Mr. Chairman. 

Chairman Boehner. Thank you. 

Ms. Rivers, do you want to question? 

Ms. Rivers. Thank you, Mr. Chair. And thank you to the panel. 

One of the things that strikes me with such magnitude today is the seeming, and I use the 
word “seeming”, indifference to what was going to happen to employees here. Ms. Olson, maybe I 
do not understand exactly. 

What it seems like I'm hearing is that a memo came through suggesting that there were big 
problems. You passed that information on but didn't feel any responsibility to do anything about it. 
Internal and external information was becoming available that there was a problem with Enron 
stock. The company was continuing to push its stock with its employees, and you didn't feel any 
responsibility to say anything about that. You at the same time were selling your own stocks for 
personal reasons, but usually divesting yourself of the potential liability. 

What strikes me is what seems to be total indifference on your part to the potential impact 
of what was going on could have on people in the company. Can you explain that? I mean, weren't 
you concerned about people? 

Ms. Olson. Absolutely. I was concerned about people. That was one of the reasons why Sherron 
Watkins came to me. I was an employee advocate, and I felt very comfortable that what she 
wanted was to be heard by Mr. Lay and that she wanted an investigation kicked off by Vinson & 
Elkins. She told me that her allegations were not substantiated. 

Ms. Rivers. So you felt her needs were being met, but what about the needs of the other 
employees? 

Ms. Olson. I didn't even link the two. 

Ms. Rivers. I see. 

Are you familiar with the Triangle Shirtwaist Factory fire from 1911? The Triangle 
Shirtwaist Factory went up in flames, and the floors above the first two were where all the workers 
were and the doors were locked, and the workers couldn't leave, and they either perished in the 
flames or they jumped to their death. They were all women. The first two floors were where the 
executives were, and they walked out to safety. 
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If someone came into your office and said there’s a fire downstairs, could you feel 
comfortable sending them on to another office and doing nothing yourself? 

Ms. Olson. No. 

Ms. Rivers. Would you feel an obligation to warn people that there was a fire even though you 
hadn't confirmed it yourself? 

Ms. Olson. Probably. 

Ms. Rivers. Probably. Would you feel that if the company was telling people there are sprinklers 
all through this building and you don't have to worry and you knew there weren't any sprinklers and 
there was a fire, would you tell people not to believe what the company is saying and that they 
should get out? 

Ms. Olson. If I knew that for sure, yes. 

Ms. Rivers. And would you think it was right to keep the doors locked so that people couldn't get 
out in the case of a fire? 

Ms. Olson. No. 

Ms. Rivers. Thank you. 

Ms. Olson. Mr. Chairman, may I clarify a question that I answered earlier, please? 

Chairman Boehner. You may proceed. 

Ms. Olson. When asked if the Administrative Committee had ever discussed selling Enron stock, I 
answered no. And we hadn't before November 1st. I just want to clarify my answer. 

Chairman Boehner. All right. The Chair will recognize himself and we'll begin a second round 
of questions. 

For the benefit of my colleagues, we should understand that when it comes to the fiduciary 
duty regarding a 40 1 (k) plan, the duty revolves around the setting up of the plan, a broad enough 
options of investment for employees, but there's no fiduciary duty assigned to how employees 
invest in their own 40 1 (k) plan. And to the extent that there was, at least in my view, a mixing of 
apples and oranges, there's no fiduciary duty with regard to what employees would or wouldn't do 
with their stock. 

Now, we have a horrible situation at Enron, and I don't believe that the Enron employees 
that we have before us arc those responsible for whatever did happen. I do appreciate the concern 
that many of my colleagues on both sides of the aisle have over whether Ms. Olson acted properly 
or was with sufficient haste given an unsubstantiated memo. But at least from my view of it at this 
point, there was no concrete data. And secondly, even if there had been with regard to the 40 1 (k) 



166 


accounts, I don't believe there was a fiduciary duty to have done anything with regards to how 
those monies and those plans were investigated. 

With that, let me yield to my colleague from Texas, Mr. Culberson, who has a district in 
Houston and has, 1 know, additional questions. 

Mr. Culberson. Thank you, Mr. Chairman. I wonder if I could follow up on some of the 
questions I began to ask earlier, and ask if perhaps Mr. Peterson might be able to enlighten us. 

I mentioned earlier there was a separate deferred compensation plan. I understand Ms. 

Olson and Ms. Rath don't have any personal knowledge of the rabbi trust. I wanted to ask Mr. 
Peterson or any other witnesses if you have any knowledge about that trust and whether or not 
during the lockdown period, any of the executives at Enron made any withdrawals from that 
deferred compensation plan known as the rabbi trust? 

Mr. Peterson. Yes. As part of being engaged by Enron, we also are the record keeper for the 
deferred compensation program. The timing of our taking responsibility for that was concurrent 
with the other activities that we performed. 

Mr. Culberson. Could you please tell us who made withdrawals from the deferred compensation 
plan and approximately how much and when? 

Mr. Peterson. 1 don't have that information. 

Mr. Culberson. Would you provide that to me, please, and to the Committee? 

Mr. Peterson. In terms of specific individuals, we have a confidentiality agreement with Enron, as 
we do with all of our clients. Today we're here voluntarily, and we don't feel we can provide 
information about that within that context. 

Mr. Culberson. I understand. These things are important to establish for the record. I hope you 
understand. 

Mr. Peterson. Sure. 

Mr. Culberson. Then is it your testimony that there were CEOs, executives at Enron, who 
withdrew funds from the rabbi trust, the deferred compensation plan, during the blackout period in 
which regular Enron employees could not withdraw money from their own 401(k). Is that your 
testimony, sir? 

Mr. Peterson. What I can tell you is that I know as part of the conversion process we were 
informed about certain accounts that in fact had been paid out. 

Mr. Culberson. Paid out during the blackout period? 
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Mr. Peterson. We were informed that was during the blackout period. We don't know when the 
payments themselves were made. They occurred before the time we began the record keeping 
process. 

Mr. Culberson. Okay, very good. 

Would any of the witnesses here have any knowledge about which Enron employees have 
been classified as section 1 6(b) executives under the Securities Code? Do any of you here have 
any knowledge of that? Who would be classified as a 16(b) executive, whose trades would be 
disclosed as a matter of public record? 

Ms. Olson. Currently? 

Mr. Culberson. Either currently or during 2001 and 2000. 

Ms. Olson. I don't recall everyone that was. 

Mr. Culberson. Do you know if during the year 2001 any options were exercised by any of the 
executives who were not 16(b) employees? In other words, could you tell us the names of any 
executives at Enron, who were not required to publish their trades publicly who were involved in 
selling off significant portions of Enron stocks during 2001, but were not required to discuss that 
publicly? 

Ms. Olson. I don't have that information. 

Chairman Boehner. The gentleman's time has expired. I offer the gentleman the three minutes 
that I had left remaining on my time. 

Mr. Culberson. Thank you. 

Chairman Boehner. But my goal here is to satisfy the Members who are remaining. 

The Chair recognizes the gentleman from Michigan, Mr. Kildee, for five minutes. 

Mr. Kildee. Thank you again, Mr. Chairman, and thank you for having this hearing today. It's 
been very, very helpful. 

In response to one of my questions to Ms. Ghilarducci, we find that there is possible 
malfeasance and neglect within the Enron Corporation, and if that be the case, that could be a basis 
for a civil suit. But our job here is to hopefully update the law so that things like this will not occur 
in the future. We have an obligation to protect people like you, Mr. Padgett, and I certainly hope 
that from this hearing we will find how we can update the law that was passed many years ago and 
protect people. 

And with that, Mr. Chairman, I yield back the balance of my time. 
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Chairman Boehner. Are there any Members seeking recognition? 

The Chair recognizes the gentleman from Indiana, Mr. Rocmer. 

Mr. Roemer. Thank you, Mr. Chairman. Again, I want to thank you for holding two days' worth 
of meetings, and again thank the witnesses for the many hours of helpful testimony this morning. 

Ms. Olson, let me return to a question or two that I was asking you during the previous 
round. With respect to the Watkins memo that was passed on to Mr. Lay on August the 15th, that's 
a pretty explosive memo, a pretty interesting piece of information regarding a lot of serious 
allegations within the company. Having seen it, I would think that would generate some talk and 
interest on your part, to request not only Mr. Lay to sit down and meet with Ms. Watkins, as you 
did, but also to possibly talk to other people about something with that kind of ramification. 

Did you talk to other people within Human Resources or Community Affairs about that 
particular memo? 

Ms. Olson. I can't recall. 

Mr. Roemer. You can't recall? 

Ms. Olson. I can't recall if I talked to anyone else about that memo. 

Mr. Roemer. So it's a memo that is sharp enough and vivid enough in your mind to call the CEO 
up and get some time with him, but you can't recall if you mentioned it to anybody else within the 
purview of your fiduciary responsibility within the pension system? 

Ms. Olson. The reason I had her go to Mr. Lay was because she wanted to go to Mr. Lay and ask 
him to have an investigation done. 

Mr. Roemer. How about another vice president of the company? Did you have a discussion with 
somebody in an elevator or in an executive meeting that, gee, I've got this memo from Sherron 
Watkins. It's pretty explosive. What do you think about this? 

Ms. Olson. I may have. 

Mr. Roemer. So you may have talked about it to more vice presidents or more executive vice 
presidents? 

Ms. Olson. I can't recall. 

Mr. Roemer. Do you know a senior lawyer at Enron by the name of Jordan Mintz? 


Ms. Olson. Yes, I do. 
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Mr. Roemer. There's a front-page article today showing that he issued warnings to Enron 
employees a year before the explosion at Enron. So he was warning Enron employees even before 
Ms. Watkins. Did you talk to him about these types of memos and warnings as well? 

Ms. Olson. No, I didn't. 

Mr. Roemer. What were your discussions with Mr. Jordan Mintz? 

Ms. Olson. I don't recall. He's a friend and an acquaintance. 

Mr. Roemer. So you have a meeting, a confluence here with two of the people in the company 
that are sending the memos to the highest levels of Enron saying we've got a big problem, and 
you're not discussing these problems with Mr. Mintz or with Ms. Watkins, or other people within 
the company, other than to set up this meeting with Mr. Lay? 

Ms. Olson. I don't have a financial background. I can't really discuss those memos with any kind 
of correctness. 

Mr. Roemer. Even though you're running the pension fund and the 40 1 (k) fund? 

Dr. Ghilarducci, let me ask you a question, and I don't mean to be facetious at all. There is 
something called the errors and omissions or the fiduciary insurance for companies like Enron. 

Ms. Ghilarducci. Right. 

Mr. Roemer. What is the typical amount of insurance that a company like this takes out? 

Ms. Ghilarducci. As I understand it, it's about $25 million. 

Mr. Roemer. Do you understand Enron's commitment in this regard? How much did they take 
out for insurance for errors and omissions? 

Ms. Ghilarducci. I've heard it's much higher. It's about $85 million. 

Mr. Roemer. And why would that be? 

Ms. Ghilarducci. I don't know. Maybe they thought they were more at risk. That's why people 
take out insurance. I just don't know. 

Mr. Roemer. Ms. Olson, do you have any comment on the amount of errors and omissions 
insurance that Enron has? 

Ms. Olson. I have no knowledge of that. I'm not sure how much it is. 

Mr. Roemer. But $25 million is standard, and $85 million is abnormally high? 
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Ms. Ghilarducci. That's what I understand in the business. 

Mr. Roemer. Would workers like Mr. Padgett get access to that money to get reimbursed? 

Ms. Ghilarducci. Maybe through a court case, but it's for the fiduciaries if they are malfeasant. If 
they're criminal, then that doesn't cover it, but if you just run the pension fund in a malfeasant 
manner that would cover you. 

Mr. Roemer. So that covers the executives that make the decisions rather than helping the 
employees who lost all their money? 

Ms. Ghilarducci. Yes. Whereas the PBGC will cover everybody in the cash balance plan. 

Mr. Roemer. So the PBGC has no insurance over these kinds of 40 1 (k) plans? 

Ms. Ghilarducci. That's right. 

Mr. Roemer. So the insurance doesn't cover them? The Pension Benefit Guarantee Corporation 
does not cover the 401(k)s. Once again, the executives are off the hook, and the workers get stuck 
with the pain and the problems. 

Ms. Ghilarducci. Yes, the executives who run the plan for very specific behaviors. 

Chairman Boehner. The gentleman's time has expired. Does any Member seek recognition? 

Mr. Roemer. Mr. Chairman, I just forgot. Can I ask unanimous consent to have the following 
materials placed into the record for Mr. Miller? 

Chairman Boehner. Without objection, so ordered. 

Mr. Roemer. Thank you, Mr. Chairman. 

Mr. Johnson. Let me ask what the materials are. 

Chairman Boehner. Would the gentleman from Indiana give us a brief description of the 
document? 

Mr. Roemer. Yes, Mr. Chairman. They are a description of the minutes of the Enron Corporation 
employee stock ownership plan meetings. They have been referred to three or four times in our 
conversation. 

Mr. Johnson. Thank you. 


Chairman Boehner. Without objection, so ordered. 
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The Chair recognizes the gcntlelady from Minnesota, Ms. McCollum. 

Ms. McCollum. Thank you, Mr. Chair. I have a document that was provided by Hewitt. Is this 
yours? 

Mr. Peterson. Yes, ma'am. 

Ms. McCollum. And in here I believe there is a printout of the Enron web site, “Money in 
Motion”. 

Mr. Peterson. Yes. 

Ms. McCollum. Okay. The pages really aren't numbered, but there's a date of October 4th on the 
top of it. I'm wondering if that is the date that this was pulled off the web site. 

Mr. Peterson. Actually, I think what is included here is a copy of a communication that we 
assisted Enron in sending to employees. It was described in one of the testimonies earlier. October 
4th is the date it was mailed. 

Ms. McCollum. October 4th is the date it was mailed. What was Enron stock doing around 
October 4th when this was mailed? Was it stable? Was it falling? I'm sure Ms. Olson knows. 

Ms. Olson. It was going down. 

Ms. McCollum. It was going down. And here it says with no excuses, "the savings plan is a great 
benefit”. It goes on to say a few more things about Pre-Tax including, "the company match is like 
receiving free money”. Did anyone from the company, Ms. Olson, after Enron stock started 
falling, discuss what was going to happen with all of this free money that the employees were 
going to have during the blackout period as the stock was falling? Were you concerned as one of 
the people who was involved in oversight of the plan that this kind of language was being delivered 
to people's homes? 

Ms. Olson. No. We didn't have a crystal ball. We didn't know where the stock was ultimately 
going to go. 

Ms. McCollum. Okay. Mr. Padgett you're representing thousands of employees. Thank you for 
sitting here in public for what must be a very painful personal time for you. In your testimony, you 
said, "the top management of the company constantly encouraged us to invest our stock in Enron”. 
You received documents such as I mentioned printed by the company quite often, did you not? 

Mr. Padgett. Yes, ma'am. 

Ms. McCollum. And you took the fact that the company was matching your savings plan with 
only Enron stock as further endorsement that the stock was safe as a retirement investment. In fact, 
the company told you it was like receiving free money, did they not, sir? 
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Mr. Padgett. Yes, ma'am. 

Ms. McCollum. It might also be more of a comment, Mr. Chair, but I put it to our scholar here on 
the panel. By providing tax breaks indirectly, as you point out, taxpayers are subsidizing 
companies offering pension plans. And we do that so it's a win-win situation for everyone, win for 
the company, and win for the employee. 

But because we're endorsing that by having opportunities for companies to write off tax 
breaks, as you point out, there's an implicit responsibility, that high ethical standards and that 
looking at one another in the corporate community and employees, there's going to be care, 
nurturing and understanding. And it appears in the case of Enron and with the people who have 
testified here today that that was rather lacking. In fact, in my opinion, it was rather negligent. 

Ms. Ghilarducci, I would like you to comment on what we need to do, or if we can legislate 
responsibility when putting out brochures like that. I'm sure their marketing people knew, because 
they wanted employees to retain stock. I've been a member of an employee stock program myself. 
Could you just reiterate again what retaining stock means to people's psychology because I think 
this is so important; having been a member of an employee pension plan myself, this is critical. 
This goes to the heart of the matter because you want to be loyal. You want to be successful. You 
want to believe. You're working hard, and you expect that there's high corporate ethics. So could 
you once again summarize how this critically interplays? 

Ms. Ghilarducci. Yes. The psychology is that employees are given a chance to show loyalty and 
dedication to their firm by investing in stock in their 40 1 (k), and so the psychology is to want to 
give that signal to the employer. 

I believe that it makes sense for Congress to encourage workers to have stakes in their 
company through ESOPs, but it's also the responsibility of Congress to regulate retirement plans 
differently and just to extend the logic you have for defined benefit plans to 401(k) plans. Restrict 
how much employer stock is in the 40 1 (k)s, and also prevent the employers from saying you can't 
sell until you're age fifty. 

If there was really true fiduciary responsibility just to the participants, I, if I were on that 
Pension Administration Committee, would have advocated for those kinds of restrictions to be 
lifted, and to advocate really pushing for the diversification requirement or standard. 

Chairman Boehner. The time of the gentlewoman has expired. 

Let me thank our witnesses for a very long day. Excuse our interruptions. Thankfully, we 
finished voting several hours ago, so we didn't have to be interrupted again. The Members and I 
appreciate your willingness to come and testify before our Committee. 


This hearing is adjourned. 
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Whereupon, at 2:32 p.m., the Committee was adjourned. 
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Opening Statement of Rep. John Boehner (R-OH), Chairman 
Education & the Workforce Committee 

Thursday, February 7, 2002 

On December 2, 2001, the Enron Corporation filed the largest bankruptcy petition 
in U.S. history. The next day, the company announced that it would lay off 4,000 of 
its 7,500 employees as part of a corporate restructuring program. Devastating losses 
in the company’s employee 401 (k) plan left many loyal Enron employees without 
their retirement security. 

The stories told by Enron’s employees are heart- wrenching. The Enron collapse has 
sent chills down the spine of every American employee who has worked and saved 
for a safe, secure retirement. About 42 million American workers own 401(k) 
accounts witha total of $2.0 trillion in assets. In the aftermath of Enron’s fall, 
millions of workers across our country are now asking the obvious question: why 
did this happen, and could it happen to me? 

One of the tragic realities of this situation is that it has rattled the confidence of 
American workers in the country’s pension system - a system that by and large has 
served employees and their families well. Even more tragic is the possibility that 
much of it could have been avoided. At least some of Enron’s workers might have 
been able to preserve their nest eggs if Washington had taken some basic steps to 
update our nation’s pension laws. For example, many Enron workers might have 
had access to a professional investment advisor who could have warned them they 
had too many eggs in one basket. Current law, enacted more than a quarter-century 
ago before the 401(k) account was even invented, denies workers this opportunity. 

Congress has taken some positive steps in the recent past to update our nation’s 
pension laws, and this committee has been a focal point in those efforts. We passed 
the landmark reforms authored by my friend and colleague, Rep. Rob Portman (R- 
OH), that gave workers portability, faster vesting and a host of other needed 
changes. We passed the Retirement Security Advice Act to give rank-and-file 
workers the same access to professional investment advice that wealthy executives 
have. But in spite of these efforts, a lot of work still lies ahead. And in the aftermath 
of Enron, this modernization effort has taken on a grim new urgency. 

In short: while investigations will reveal whether Enron’s employees are the victims 
of illegal actions, we already know that they are the victims of outdated federal 
laws. And unless Congress acts to update those laws, there may be more victims. 
That’s not acceptable to me. I know it’s not acceptable to Mr. Miller. And I don’t 
think it’s acceptable to any member of this committee. 

President Bush has asked Congress to take action to strengthen worker retirement 
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security and renew employee confidence in the pension system. He has put forth a 
serious plan to help Congress meet those goals. Among other things, the President’s 
plan would bar senior corporate executives from selling company stock during 
times when workers are unable to trade in their 401(k) plans. It would require that 
employees be given notice 30 days before the beginning of any blackout period. It 
would give employees greater freedom to sell company stock and diversify into 
other investment options. And it calls for the Senate to pass the Retirement Security 
Advice Act, which passed the House with bipartisan support. 

The members of this committee have wide-ranging views on this topic, but we all 
agree we have a responsibility to act. Even before Enron’s fall. Republicans and 
Democrats on this panel had worked for many months in a continuing effort to 
identify portions of ERISA that needed modernization. In light of that effort - and 
in light of the testimony we heard yesterday from the Secretary of Labor and will 
hear today - I believe the President’s plan provides an excellent starting point for 
legislative action in this committee. I know the chairman of the Employer- 
Employee Relations subcommittee, Mr. Johnson, shares my view. Together, we’ll 
be introducing the President’s proposal as the first step toward a consensus product 
that can be signed into law on behalf of America’s workers. I look forward to 
working with all of my colleagues toward that goal. 
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Testimony of Mr. Thomas O. Padgett, Senior Lab Analyst 
at EOTT (an Enron subsidiary) 

February 7, 2002 

My name is Tom Padgett. I was an employee of the Enron Corporation, with 30 
years of accredited service at their Morgan’s Point chemical plant in La Porte, 
Texas, until last August, 2001, when Enron transferred our plant to EOTT Energy 
Corporation. My wife, Karen, is a registered nurse whose work activity is limited 
now due to crippling rheumatoid arthritis. We have 3 grown children and 5 
grandchildren. 

1 turned 59 years old last December 10, and 1 have worked in the chemical industry 
for 35 years. My job title is Senior Lab Analyst in the Quality Control Lab. My 
specific job functions consist of running analyses on petroleum feed stock products 
coming into the plant, on stream analysis of products within the plant, and final 
product analysis to make sure our products meet customer specifications. I work 12 
hour shifts at the plant. 

There are — or were — a lot of people like me at Enron. Not everyone at Enron is an 
energy trader or an MBA. We are also chemical plant employees and managers, 
electrical utility workers, and pipeline employees, just to give a few examples. We 
live and work in places like La Porte, Texas, Port Barre, Louisiana, and Portland, 
Oregon. 

I am a participant in the Enron Corp. 401 (k) Savings Plan. Our retirement savings 
and our retirement plans were based solely on my 401 (k) Savings Plan with Enron. 
The value of our savings account on December 31, 2000 was $615,456. We still 
have not received our year-end statement for 2001, but, using the present value of 
Enron stock, we estimate that our savings account is now worth less than $15,000 
dollars. 

We have sacrificed over the years in order to contribute as much as we could to our 
401 (k) Plan account. I joined Enron from my previous job with Tenneco, and rolled 
our savings from my Tenneco 401 (k) Plan into the Enron Plan. I continued to 
participate in the Enron Savings Plan after our plant was transferred to EOTT 
Energy. Over the last 10 years, we were able to build up a sizable sum of money in 
our Enron 401 (k) Plan. I made contributions to the plan by deductions from my 
paycheck every two weeks. My contributions were matched by Enron with the 
Company’s stock. Under the Enron 401 (k) Plan, the Company’s matching 
contribution was made exclusively with Enron stock, and participants were required 
to hold the matching stock until age 50. Nearly all of our savings were invested in 
Enron’s stock. 
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I was a dedicated and loyal employee to Enron, and I worked with the others in my 
plant and in the Company to help make Enron one of the best companies in the 
nation. Throughout my time with Enron, the top management of the company 
constantly encouraged us to invest our savings in Enron stock. I took the fact that 
the Company matched our savings only with Enron stock as a further endorsement 
of the stock as a safe retirement investment. More recent statements made by 
Enron’s top management, including e-mails from Ken Lay, about the Company’s 
stock also caused me to keep investing my savings into the stock. I remember, in 
the Fall of 2000, Enron’s top executives telling us at an employee meeting and by 
Company e-mail that Enron’s stock price was going to increase to at least $120 per 
share. When Mr. Skilling resigned last August, Mr. Lay told us that the Company 
was stronger than it had ever been. 

Many people now ask why we and so many other Enron Savings Plan participants 
did not diversify our savings accounts. My answer is that we were loyal Enron 
employees, proud to be owners of what we were led to believe was a great 
company. I would note that our decision to invest in our retirement savings in our 
Company appears, from what I have seen in the newpapers and on television, to be 
the same as other employees in many large companies in the United States, like 
Procter & Gamble, General Electric and Coca-Cola. 

Our stock ownership was encouraged by Enron’s top management, who I now 
believe benefited handsomely from our commitment. Based on what we were told — 
repeatedly by the men at the top — I never dreamed that this disaster could have 
happened. We are not Wall Street analysts. I am sure that most Enron employees 
manage their investments themselves, like Karen and I did. The fact remains, 
though, that good investment decisions require honest information. We all know 
now that the information that we were given was false. 

We also have been asked about the "lockdown" of our savings account by the 
Company in October 2001. I received notification from the Company 
approximately ten days before the lockdown that I would not be able to access my 
savings account for a period of about four weeks. 1 do not know' when the lockdown 
period actually began. But 1 do know that, at about the same time, Enron released 
some very damaging news about the condition of the Company. By the time we 
were able to access our account, our Enron stock was worth less than $10 a share. 
The reason that Enron gave for the lockdown was to change plan administrators. 
What I still have not heard explained is why the Company proceeded with the 
lockdown at a time when they had to know that this damaging information was 
going to come out and cause the stock price to drop even more. 

Karen and I had planned on retiring this coming June, when I will be 59 1/2 years 
old. Our plans were to move to the country and possibly start a small farm or a 
ranch for disabled, handicapped or terminally ill children. Our idea was that this 
would allow these children’s parents to have some special time to themselves to 
strengthen their relationship, knowing their child would be taken care of during this 
time. We had planned on spending more time with our family and grandchildren 



183 


and caring for our elderly parents. Karen and I had planned on spending more time 
together, fishing and doing some traveling. We felt like we had enough money in 
our retirement savings to take care of ourselves as we grew older so we would not 
be a burden on our children. 

Now that is all gone and our children may need to take care of us. I have lost nearly 
all of my retirement savings because of Enron’s collapse. It appears that I will need 
to work for another ten years or as long as my health holds out in order to support 
my family. I just recently had surgery on my right hand so I can continue in my 
present capacity running samples in the lab. 

We are not alone in this, of course. The plant where I work has approximately 100 
employees and most of them had most of their 401 (k) savings in Enron. There are 
five or six other employees in my plant that also had planned on retiring this year. 
Now they also will have to keep working to support their families. I am sure our 
experience is the same as thousands of other Enron employees. However, we are 
still more fortunate than some at Enron. We still have our jobs, unlike many who 
worked for Enron. I have a strong faith in God, and 1 know we will make it through 
this. 

You have been interested to hear about our experience and 1 appreciate your 
invitation to appear before you today. As our lawmakers, 1 will tell you that I 
believe the law should protect workers and their retirement savings from what 
happened at Enron. Companies must be responsible for giving truthful information 
to their employees about their retirement investments. Our loyalty and trust as 
Enron employees have been betrayed, and it does not look like we will be able to 
recoup all of our losses front the Company or others who are responsible. But we 
hope that our experience and your work will prevent this happening to others. 
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Testimony of Cindy Olson, Executive Vice President 
Human Resources and Community Relations for Enron Corp. 

February 7, 2002 

Good morning. My name is Cindy Olson and I am Executive Vice President 
responsible for Human Resources and Community Relations for Enron Corp. 

I am here to respond to questions concerning the impact of recent events on 
the 20,000 plus participants of our benefits plan. I do not feel, however, that I 
am able to address the bigger issue of how it came to pass that our company 
fell so far so fast. One internal report has just been released, and I know that 
this Committee, other congressional committees, other government 
investigations and, ultimately, the courts will continue to investigate what 
went wrong at Enron. 

I hope to help the Committee assess the consequences of Enron’s demise for 
our employees and retirees, and their families. With me today is Mikie Rath, 
the manager of benefits. I hope we can show you that the people who ran the 
benefits plan did the best they could with a difficult situation. 

At Enron, we gave our plan participants many choices for their investment 
decisions. The 401 (k) plan offered participants 20 different investment 
options for their retirement savings. 

Mr. Chairman, I hope that my participation in this hearing and your 
investigation helps the Congress as you consider legislation that can create 
better ways to protect the retirement plans of workers. Such legislation 
perhaps could promote diversification, facilitate companies’ ability to provide 
better investment advice, or include other appropriate steps that experts 
suggest. 
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Testimony of Mikie Rath, Benefits Manager 
Enron Corp. 

February 7, 2002 

Good Morning. My name is Mikie Rath and 1 am the Benefits Manager at Enron. 
Like Ms. Olson, I am appearing here this morning to answer your questions 
concerning Enron’s tax-qualified retirement plans. As a person with day-to-day 
responsibility for administering Enron’s benefit plans, I hope to explain the 
structure of our plan and the events surrounding Enron’s transition from 
Northern Trust to Hewitt. As for the circumstances that led to Enron’s downfall, 
my knowledge is limited to what I have heard reported in the press. 

Enron’s 401 fk) plan offers a menu of20 investment options, including a diverse 
selection of mutual funds, a Schwab account that functioned in many respects 
like a self-directed brokerage account, as well as Enron stock. Enron also 
enhanced its employees’ contributions with a matching benefit in company 
stock. This benefit was added to the program in 1998. Participants are free to 
trade the investments they select in their 401(k) accounts on a daily basis, 
including Enron stock. However, like many companies that provide matching 
contributions, Enron’s plan design restricted participants from trading the 
company’s matching stock contributions until they reached age 50. 

Enron sought good service providers for its benefit plan participants. After 
Enron outsourced its benefits services in 2000, it became clear that Northern 
Trust had difficulty providing the level of service demanded by Enron’s 
employees. In January 2001 , Enron began searching for a new benefits 
administrator, and after a Request for Proposal process, we selected Hewitt in 
May of 2001. 

When large companies change 401(k) service providers, a temporary suspension 
of trading in the plan is typically needed in order to allow account information to 
be reconciled by the old administrator and accurately transferred to the new 
administrator’s computer system. This temporary suspension, which has 
sometimes been referred to as a "lockdown" or a "transition period," can take 
several weeks. In Enron’s case, Enron, Northern Trust, and Hewitt worked 
together to shorten that time period as much as possible without sacrificing the 
integrity of participants’ accounts. Ultimately, the trading suspension 
encompassed eleven trading days from October 29 to November 13, 2001. Enron 
mailed a brochure to all participants some three weeks before the trading 
suspension, explaining the transition and notifying them of the temporary 
suspension. Enron employees with email accounts received additional reminders 
in the days leading up to the transition. 
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Unfortunately, as the Committee is no doubt aware, the commencement of the 
transition coincided with certain bad news about the state of Enron’s finances. 
We considered postponing the transition but found it was not feasible to notify 
more than 20,000 participants in a timely fashion. As the Enron news continued 
to break, we and the plan’s Administrative Committee again considered stopping 
the transition. Elowever, in addition to the problem of notifying participants, it 
would actually take longer to reverse the transition than to finish it. Ultimately, 
we worked with Hewitt to shave one week off the transition and we implemented 
a process for notifying participants of the early resumption of trading. 
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Testimony of Mr. Scott Peterson 
Global Practice Leader for Defined Contribution Services 
on behalf of Hewitt Associates LLC 

February 7, 2002 

Mr. Chairman and Members of the Committee, my name is Scott Peterson and I am 
the Practice Leader for the Defined Contribution Services business of Hewitt 
Associates LLC ("Hewitt"). I am based in Hewitt’s headquarters in Lincolnshire, 
Illinois, which is located outside of Chicago. Hewitt Associates is a leading 
provider of human resources outsourcing and consulting services. We employ about 
13,000 associates who work in 37 countries. Our client roster includes more than 
two-thirds of the Fortune 500 and more than a third of the Global 500. 

1 appear before you today on behalf of Hewitt at the invitation of this Committee to 
discuss Hewitt’s role as the record keeper for the Enron Corp. Savings Plan (the 
"Enron 401(k) Plan"). Let me say at the outset that we at Hewitt feel for those at 
Enron throughout the country who have suffered these losses. Our team that 
services Enron is based in Houston and some of the affected Enron employees (and 
former employees) are their friends, family members or neighbors. We are therefore 
pleased to provide this testimony voluntarily to assist the Committee in the exercise 
of its oversight responsibility. 

Our role with respect to the Enron 401(k) Plan is limited to serving as its record 
keeper. The record keeper’s role includes processing all transactions by plan 
participants, including contributions, changes in investments and withdrawals, loans 
and distributions. As record keeper, we also operate a call-in center and web site to 
respond to participant inquiries. Although our role as record keeper is important, it 
is limited. For example, Hewitt did not design Enron’s 401(k) Plan nor did we 
determine the investment options. Likewise, it was not our decision whether or 
when to change record keepers. Those and other discretionary decisions are matters 
for the plan’s sponsor and its fiduciary to decide, which in this case are Enron and 
its Administrative Committee. Our responsibility as record keeper was and 
continues to be providing Enron with record keeping services of the highest quality. 

40 l(k) Plans Under. ERISA 

The Enron 401 (k) Plan is governed by the Employee Retirement Income Security 
Act of 1974, as amended ("ERISA"). As with all plans subject to ERISA, the Enron 
401 (k) Plan has an employer sponsor, Enron Coip. The sponsor of an ERISA 
benefit plan is responsible for making decisions regarding the establishment and 
design and possible termination of the plan. 

Each ERISA benefit plan must be embodied in a written document. That document 
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either names fiduciaries or specifies a procedure by which the plan sponsor 
designates certain individuals or groups of individuals as plan fiduciaries. A plan 
fiduciary is a person who (i) exercises discretionary authority or control over the 
management of the plan or authority or control over management or disposition of 
the plan’s assets, (ii) renders investment advice for a fee or other compensation, or 
(iii) has discretionary authority or control over the administration of the plan (such 
as making determinations as to the eligibility for participation in the plan, benefit 
claims determinations, and the retention of service providers to aid in the operation 
of the plan). The actions of a plan fiduciary are subject to stringent rules of conduct 
set forth in ERISA, including the requirement that the fiduciary act solely in the 
interests of plan participants and their beneficiaries. Each plan has a named 
fiduciary called a Plan Administrator charged with overall responsibility for the 
plan. The Plan Administrator of the Enron 401 (k) Plan is the Administrative 
Committee, which is comprised of a group of Enron employees appointed to the 
Committee by Enron. 

Each ERISA 40 1 (k) Plan must, by definition, have a trust in which the plan’s assets 
are held. In the case of the Enron 401 (k) Plan, the trustee holds the plan’s assets 
consisting of both employee and employer contributions. In the 401 (k) plan context, 
each participant directs the investment of his or her plan account according to the 
plan design as determined by the Plan Sponsor. The trustee holds, transfers and 
disburses those assets pursuant to each participant’s individual direction, but has no 
discretionary authority over the investment of those assets. The trustee of the Enron 
40 1 (k) Plan was the Northern Trust Company until November 2001, when the 
Wilmington Trust Company became the trustee. 

Finally, each ERISA 401 (k) Plan has a record keeper whose responsibility is to 
maintain the records of the plan and perform certain related services such as 
providing reports to the plan participants. The record keeper in the case of the 
401(k) Plan was Northern Trust Retirement Consulting Services ("NTRC") until 
November 2001, when Hewitt assumed that position. As a general matter, the role 
of the record keeper with respect to any plan is purely ministerial in nature. That is, 
it is not intended to confer any discretionary authority upon the person or firm 
providing that service. 

Hewitt’s Administrative Services Agreement ("Agreement") with Enron specifies 
the mutual understanding of Hewitt and Enron that Hewitt is not a plan fiduciary 
within the meaning of ERISA and that Hewitt has no discretion with respect to the 
management or administration of the Enron 401 (k) Plan or changes to or 
inteipretations of plan rules or policies pertaining to eligibility or entitlement of any 
participant to benefits under the plan. Under the Agreement, Hewitt also has no 
control or authority over any assets of the Enron 401 (k) Plan, including the 
investment of those assets. Finally, the Agreement provides that all discretion and 
control with respect to the terms, administration or assets of the Enron 401(k) Plan 
shall remain with Enron or with the plan’s fiduciaries. 


S election o f Hewitt as Reco rd Keeper. 
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Let me now turn, as the Committee has requested, to the events relating to the 
selection of Hewitt as the record keeper for the Enron 401 (k) Plan and the transfer 
of those responsibilities to Hewitt. Prior to June 2001, Hewitt’s relationship with 
Enron consisted primarily of providing actuarial services for Enron’s defined 
benefit pension plan and data consolidation and production services for reports to 
benefit plan participants. In early 2000. Enron retained the services of a third party 
evaluator (Watson Wyatt) to manage the process by which other firms would be 
selected to provide services in connection with several of the Enron benefit plans, 
including the record keeper for the Enron 401 (k) Plan. This process began in March 
2000. In May 2000, Hewitt submitted a bid to provide plan record keeping services 
for Enron’s defined contribution plans (including the 401(k) Plan), non-qualified 
benefit plans, defined benefit plan, and health and welfare plans. However, Enron 
thereafter opted not to change the record keeper for its defined contribution and 
non-qualified benefit plans at that time. Hewitt was not chosen to provide record 
keeping sendees for the other Enron plans. 

Enron renewed the bid process in February 2001 and Hewitt was asked to update its 
earlier proposal. As Enron was seeking a "bundled solution", meaning Enron was 
looking for both a record keeper and trustee, Hewitt obtained a quote from 
Wilmington Trust Company. Hewitt and Wilmington Trust Company made 
submissions in response to the Enron request. Enron selected Hewitt as the record 
keeper in May 2001. After an independent review, Enron designated Wilmington 
Trust Company as the new trustee. Hewitt and Enron signed a letter of intent in 
June 2001. The team began work immediately. 

Transfe r of Record Keep ing Res ponsibilit ies to Hewitt. 

On June 28, 2001, representatives of Enron's Benefits Department and the Hewitt 
team met to review the "Delivery Model". This is a document which describes the 
services we would normally expect to provide as record keeper, additional services 
we could provide and a list of the services we do not provide, such as legal, tax and 
investment advice. In this meeting, we reviewed the Delivery Model in detail to 
make a preliminary determination of what services would be provided by Hewitt 
with respect to the Enron 401 (k) Plan. On June 29, 2001, we held a similar meeting 
to discuss nonqualified benefit plans for which Hewitt had also been selected as the 
record keeper. 

In July 2001, members of the Hewitt team began the "Requirements Process" with 
respect to the Enron 410(k) Plan. This was a detailed and comprehensive process 
intended to identify exactly what services and administrative processes we would in 
fact provide as record keeper and how and when we would provide them. During 
this time, we also discussed Enron’s desire to complete the transition process in 
October 2001. The "live date" is the date on which participants in the 401 (k) Plan 
would be able to direct any transactions available to them under the terms of the 
Plan (e.g. withdrawals, loans and changes in investments) with Hewitt as the record 
keeper. At that time, Enron’s proposed "live date" was October 23, 2001. As I will 
explain, this original live date was changed twice by Enron as our work went 
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forward. 

As part of the Requirements Process, the Hewitt team identified the tasks that 
needed to be completed and established target dates for each of those tasks in light 
of Enron’s proposed live date of October 23, 2001. These tasks involved Enron and 
all of the affected service providers: Hewitt, Wilmington Trust Company (the new 
trustee), Northern Trust (the old trustee), and NTRC (the old record keeper). In the 
case of large plans such as the Enron 401(k) plan, a transition period, commonly 
referred to as a blackout period, is standard. A blackout period is designed to ensure 
accuracy of the data transferred by the old record keeper and to enable the new 
record keeper to transfer the data to its system and confirm its operational integrity. 
Trustees need to follow a similar process if trustees are changing. During all or 
portions of this period, plan participants are restricted in their ability to deposit or 
withdraw funds or to change their investments. 

Original Blackout Period. 'With respect to the Enron 401(k) Plan, the Enron Benefits 
Department, following consultations with the service providers, established a 
blackout period that would begin on September 14, 2001 and end on the live date of 
October 23, 2001. The planned blackout period was two-tiered: (1) participants 
were restricted from taking loans, withdrawals, rollover contributions and the like 
from the close of trading on September 14, 2001 to October 23, 2001, and (2) 
participants were restricted from changing investment allocations among the fund 
options provided in accordance with the Plan, including the Enron Corp. stock fund, 
from the close of trading on September 26, 2001 through October 23, 2001. 

The Requirements Process continued through September 2001. The focus was not 
only on the transition issues, but also on how the Plan would be administered 
following the transition. We devoted the overwhelming majority of our time to the 
post-transition administration issues. These issues included building an internet site 
for the Plan; setting up a voice response system; establishing a benefits center and 
training its personnel; establishing a communications system with the trustee and 
fund managers; and other similar tasks. 

Revised Blackout Period . In mid- August 2001, we found it necessary to revisit the 
transition issues with Enron, including the timing of the blackout period. 
Specifically, we received a telephone call from the Enron Benefits Department 
indicating that Enron notified us of their decision to make several plan changes. 
Among other things, Enron had decided to convert three investment fund options 
from Vanguard funds to Fidelity funds. In addition, the Enron 401 (k) Plan provided 
two investment fund options involving Enron-related stock, one for Enron Corp. 
stock and one for the stock of its former subsidiary EOG Resources, Inc. Contrary 
to our original expectations, Enron opted not to combine these two options. By 
reason of these and other changes, Hewitt had to rework certain of its previously 
completed programming. 

We estimated that these and other changes by Enron would require two to three 
weeks additional work. Enron’s Benefits Department informed us that the open 
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enrollment period for Enron’s health benefit plan was scheduled for the period 
November 1-19, 2001 and that the Benefits Department preferred that the live date 
for the 401(k) plan occur after the expiration of open enrollment period for the 
health benefit plan. As a result, Enron rescheduled the live date for the 401(k) plan 
from October 23, 2001 to November 20, 2001. The asset transfer date to the new 
trustee was set for November 1, 2001. The blackout period for loans, withdrawals, 
rollover contributions, etc. was set to begin at the close of trading on October 1 9, 
2001 and continue through November 19, 2001. A participant’s ability to change his 
or her investment allocations among the fund options as provided in the Enron 401 
(k) Plan, including the Enron Corp. stock fund, would be limited for a shorter 
period from close of trading October 26, 2001 through November 19, 2001. 

We completed the Requirements Process and in late September 2001 Enron 
approved the final requirements documentation. This documentation, spelled out in 
great detail the way in which Hewitt would provide services as Enron’s new record 
keeper and included such items as sample correspondence, proposed responses to 
typical communications from plan participants, flow charts showing how work 
would move through our record keeping system and so on. Thus, by the end of 
September 2001, we had reached agreement with the Enron Benefits Department on 
how we would handle the transition and how we would perform our services as 
record keeper following the live date. On September 26, 2001, more or less 
simultaneous with the completion of the Requirements Process, Enron and Hewitt 
executed the Administrative Services Agreement, thus ending our work under the 
letter of intent that had been executed some months earlier. This time sequence in 
signing a final agreement was, in our experience, typical of the process that occurs 
in cases where a large benefit plan changes record keepers. 

As plan sponsor, Enron was responsible for notifying plan participants of the 
changes in trustee, record keeper and certain investment options. At Enron’s 
request, Hewitt drafted a communication for Enron’s review. Elnron revised the 
draft and Hewitt incorporated the changes directed by Enron, obtained Enron’s final 
approval of the text and design and then had the communication mailed on October 
4, 2001, using address lists provided by Enron and NTRC. At this point in time, 
Hewitt had not received population data from which it could have prepared mailing 
labels. A copy of that communication is attached to this testimony. 1 understand that 
there were other communications by Enron, but Hewitt did not participate in the 
preparation, review or distribution of those communications and, to my knowledge, 
did not see any of them until after they had been distributed to participants. 

As I indicated earlier, the blackout period for loans, withdrawals, etc. actually began 
after the close of trading on October 19, 2001. The blackout period for changes in 
investment options, including the Enron Corp. stock fund, was scheduled to begin 
after the close of trading on October 26, 2001 . 

On October 25, 2001, almost a week into the first phase of the blackout period, a 
member of the Enron Benefits Department contacted Hewitt and posed a few 
questions. Specifically, we were asked about the systems issues and similar 
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practical consequences of accelerating the live date by shortening the blackout 
period. We were also informed that Enron’s counsel had concluded that Enron had 
met its fiduciary obligations under ERISA with respect to the implementation of the 
blackout period. We were asked to comment. Finally, Enron mentioned the 
possibility that they could postpone the whole conversion and wait until the 
following February or March. 

Enron asked that we respond to these questions that same day and we did so. With 
respect to accelerating the live date, we pointed out a series of risk considerations. 
These risks included the adverse effects on plan participants of commencing our 
record keeping activities with incorrect plan data due to a shortened review period 
and the possible compromising of the quality of the services we could provide to 
plan participants. In addition, we noted that similar data quality issues could arise 
with respect to the new trustee’s reconciliation process. 

With respect to Enron’s conclusions about compliance with ERISA’s fiduciary 
responsibility principles, we said that, following a brief consultation, one of our 
consultants concurred with Enron’s views. We cautioned, however, that Enron 
needed to rely on its own legal counsel because Hewitt, as a consultant, does not 
provide legal advice. Finally, we discussed some of the factors Enron would want to 
consider in deciding whether to delay the transition period in its entirety. These 
factors included extra cost, staffing implications, and the inability to predict 
whether the Enron stock would be any less volatile. We also made clear that we 
would work with Enron to accommodate any changes it might decide to make in the 
schedule. 

Later on October 25, 2001, a member of Enron’s Benefit Resources Department 
called to notify us that a determination had been made that the transition would go 
forward on the then current schedule. We subsequently learned that Enron had been 
advised by its legal counsel that it should not alter the blackout schedule. As a 
result, restrictions on changes in investment allocations took effect at the close of 
business on the next day, October 26, 2001 . 

Final Blackout Period . On October 30, 2001, Enron’s Benefits Department 
contacted Hewitt and requested that members of the Hewitt team attend a meeting 
of the Administrative Committee on November 1, 2001. On that date, 
representatives of the Hewitt team attended portions of a meeting of the Enron 
Administrative Committee. We had been asked to be prepared to discuss whether it 
would be feasible to shorten the blackout period by accelerating the live date to 
November 13, 2001. We informed the Administrative Committee that Hewitt could 
meet this more accelerated time table, but we indicated that our actual ability to do 
so was obviously dependent on the receipt of the necessary data from NTRC, the 
existing record keeper, in a timely fashion and in reliable and compatible form. We 
received the data transfer from NTRC on November 7, 2001 and, four business days 
later, Hewitt met the accelerated live date of November 13, 2001 . 

At the meeting on November 1, 2001, the Administrative Committee also asked 
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Hewitt whether it would be feasible to halt the process in place and have Northern 
Trust and NTRC simply reassume their respective duties as trustee and record 
keeper until a later date. We responded that the asset transfer to Wilmington Trust 
already had occurred that morning and that only Northern Trust/NTRC could advise 
Enron whether such a course of action was feasible. By the end of the meeting the 
Administrative Committee instructed Hewitt to continue and to seek to have an 
accelerated live date. 

On November 8, 2001, at the request of Enron, a postcard was mailed by Hewitt to 
participants indicating that an effort was underway to shorten the blackout period 
and urging them to monitor the Enron web site for news as to live dates and other 
pertinent information. A copy of that communication is attached to this testimony. 
Again, Hewitt used the address lists provided by NTRC and Enron. Hewitt then 
completed its work, as did Wilmington Trust, and the Enron 401(k) Plan went 
"live", with Hewitt as record keeper, on November 13, 2001. 

Let me conclude, Mr. Chairman, with the observation that for Enron, as with all out 
clients, we provided professional services of the highest quality. Our associates 
worked diligently and responsibly to implement the decisions the client made. In 
our role as the record keeper, our associates could not and should not make those 
decisions. We welcome this opportunity to assist the Committee in the exercise of 
its important responsibilities. 
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Testimony of Dr. Teresa Ghilarducci, Ph.D., Associate Professor 
Department of Economics, University of Notre Dame 

February' 7, 2002 


National Compensation Trends 

It is a familiar narrative that unlike previous expansions, inequality between the 
nation’s rich and poor families widened considerably in the 1990s - by the end of 
the decade average incomes in the top one-fifth of families were ten times larger 
than for the poorest families (Mishel et. al. 2001). Fortunately wages at the bottom 
of the distribution grew in the last four years. However, wages are only a part of 
workers’ total compensation. What is happening to health insurance and pensions is 
bad news; coverage and quality in both types of insurance plans have fallen. The 
erosion in health insurance has created much more disparity than earnings alone 
(Medoff and Calabrese, 2001). In contrast, the pension coverage gap closed; but not 
because the bottom was raised but because the top had fallen - pension coverage for 
the top 40% of the wage distribution dropped significantly. 

* Pension coverage rates for earners in the top 40% of the wage 
distribution fell significantly between 1978 and 1998. Pension 
coverage for the top 20% dropped from 78% in 1978 to 72% in 
1 998. For the next quintile the decline was a bit smaller, from 
73% to 69%. The decline was all due to declines in male pension 
coverage rates - which are nearly twice that of women. (Medoff 
and Calabrese 2001: 1 17). 

• Overall, employer expenditures for pensions, a good proxy for 
quality, fell by a whopping 22% between 1978 and 1998 (Medoff 
and Calabrese 200 1 : 1 34). 

The Surprising and Unintended Effect of Tax Cuts Eroding Pensions 

Pension policy is tax policy. Most pension plans exist because of the favorable tax 
consequences. Tax favoritism for pensions, Keogh, and 401(k) plans etc. represents 
the U.S.’s largest tax expenditure (taxes not collected). That means the $87 billion 
(in 1999) (Slemrod and Bakija 2000: 281 ) of tax expenditures for pension is larger 
than that for health insurance and mortgage deductions. 

Therefore, an unintended consequence of the tax cuts is a reduction in the incentives 
for employers to provide pensions as a source of pay and reduce incentives for 
individuals to divert their earnings into tax-favored pension accounts. It is estimated 
that a 1 % drop in the tax rate causes a .4% decline in pension coverage (Hinz and 
Turner 1998). 



206 


Below, 1 explore the connection between pension erosion and the expansion of 401 
(k)s. Enron’s 401 (k) pension plan collapse is not idiosyncratic; it reveals the gradual 
erosion of the entire private pension system. The decline is especially curious 
because workers were aging and presumably wanting more retirement security and 
flush times made pensions more affordable. Pensions did not improve in the roaring 
1990s when both the economic and demographic environments were most favorable 
for growth. If not in the 1990s, when would pensions improve? 

Pension Erosion and 401 (k)s 

Pension erosion took the form of 401 (k) - type retirement plans out-shadowing 
traditional defined benefit pensions. The new plans are worth less (especially on a 
risk-adjusted basis) which will force people to stay longer in the work force. 
Working longer is not compensated for in longer lives. To maintain the same 
standard of living as retirees had in the late 1970s workers will have to work over 4 
years longer. But, on average, we live only one year longer. The life expectancy 
improvement for those who are 65 years old does not outweigh the decline in 
private sector pension benefits. 

401(k)s and Pension Erosion 

Most analysts examine how many workers are covered by 401 (k)s and, perhaps, 
average account size. I, however, examine 401(k)s from the point of view of 
employer costs. The stark and surprising finding was that the menu of plan types 
offered by the firm did not explain the level of employers’ pension contributions; it 
was how their pension options changed over the 1 980s and mid 1 990s that 
determined if employers improved pensions or not. We find that 401(k)s allowed 
employers to reduce pension costs by almost one third. And, if a firm adopted a 
DC or 401(k) plan between 1981 and 1995 lowered their pension costs per 
person by about 20%. 

(Statistical analysis shows that a firm’s pension contributions are lower than 
average when it sponsors a 401(k) after controlling for other factors that would 
affect pension costs [Ghilarducci, Nyce, and Sun, 2001]). The 827 firms in our 
sample dramatically reduced their tendency to provide only a DB plan for their 
workers over the 14-year period. See Appendix Table 1. In 1981, 45% of firms in 
the sample sponsored only DB plans and that share dropped to 11% in 1995. The 
share of firms that sponsored both DC and DB plans increased from 41% in 1981, 
to a whopping 73%, in 1 995. The share of firms that provide only DC plans 
increased slightly from 1 4% to 1 6%. This is superficial evidence firms did not 
substitute DCs for DBs. 

Furthermore, it may be surprising that the overall percentage of firms that are just 
offering 401(k)s plans has not changed much in recent years: firms with only 40 1 (k) 
plans in 1 988 was 30.2% of the sample and, in 1996, was 35.7% (see Appendix 
Table 2). However, firms that sponsored 40 1 (k) plans as the sole pension plan had 
the lowest contribution per participant, $1,192 in 1996 compared to firms that never 
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sponsored a 401 (k) or sponsored a 401 (k) and other plans (see Appendix Table 3). 

In sum, there are many reasons for the shift in DC plans (though it is not the rapid 
decline in job turnover — for minorities and women job tenure has actually 
increased); however, I find support for the hypothesis that a primary and plausible 
reason for the shift to individual based plans is that they are cheaper.. 

Workers’ desire for DC and 401 (k) plans certainly contribute to their growth 
especially in the face of job insecurity. The markets can look more secure than jobs. 
Human psychology and spectacular equity growth work together to cause people to 
"over value" the equity market and expect returns to keep growing. 401(k)s also 
give employees desired some control. But, 401(k)-type plans have fatal flaws and 
high costs; some Congress can fix, others Congress cannot. 

Congress can’t fix the inherent flaw that in individual - based plans workers risk 
they were bom in the wrong year. Financial markets cycle and if the low cycle is 
during your later working years you will do worse than if you were older or 
younger. Employers smooth out payments over a large group and birth date effects 
become irrelevant. 

Congress also can’t change human nature. Good humans are notoriously bad 
investors. Human charming traits include overconfidence (we rank our appearance 
higher than those around us), saliency (to think what just happened with happen 
with a higher probability) and we want instant gratification (Shiller 2000). 
Increasingly, middle-class workers are using their so-called retirement accounts as 
liquid savings to buy housings, finance periods of unemployment and fund 
children’s education. In short, human nature is such that we buy high, sell low, 
and trade too often. 

Several Pensioii Reform Ideas 

I emphasize four pension reforms below: The first two are designed to increase 
transparency and accountability, as well as secure more pension adequacy. The 
second two recommendations focus on reducing risks workers face in owning a 401 
(k) and thereby increasing the risk-adjusted rate of return. 

Increase Transparency which enhances the Ability to improve Benefits 

• I urge Congress to require employers to pay administrative fees 
for 401(k)s so employers are induced to find the most the 
efficient provider. At the very least Congress should require 
employers to reveal the pension administrative costs borne by 
workers in a uniform and understandable way. 

Employers obtain a tax break for providing pensions (more later) and thereby a duty 
to fiduciary principles and public interest are implied. Employers who serve as 
quasi- fiduciaries should assess whether the "bells and whistles" of a high profile, 
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high service 401(k) plan are worth the high fees. Also, of course, there could be a 
great deal of self-dealing in the choice of vendors that would be mitigated if these 
transactions were exposed. 

Fees are terribly important - they are a hidden source of pension erosion in 401(k)s 
because the 401(k) structure allows employers to shift administrative costs to 
workers without detection. The Department of Labor, alarmed about the shift, has 
stepped up efforts to prosecute employers who charge unreasonable fees and has a 
proactive public education campaign — the web site is impressive 
(http://www.dol.gov/dol/pwba/pub)ic/pubs/401 kfe~l.htm ). High service fees in 
individual accounts can lower lifetime accumulations by 20 - 40%. The average 
annual fee was over $144 per participant (retired and active) for the largest 
companies that report fees in 1 996 (see Appendix Table 4.) 

• I urge Congress to increase the transparency of 401(k) and 
pension administration by requiring worker representation on 
pension boards. 

Employee representation and access to information can mitigate self-dealing 
problems and conflict of interests inherent when a firm must both manage a trust 
fund and maximize profit - sometimes the goals are not mutually compatible. The 
over fifty years of successful joint labor-management administration of union- 
negotiated multi-employer plans (covering 20% of defined benefit participants) 
provides support for the proposal. In addition, the United States stands apart from 
most industrialized nations by not requiring worker representation on pension 
boards. There is also evidence that when trustees represent labor and management 
constituencies they scrutinize each other, which results in the plans more likely 
being actuarially balanced and for excess pension fund earnings to be paid in the 
form of benefits, not in profits. (Ghilarducci 2000). 

Reduce Risk 

• I urge Congress to restrict the amount of sponsor equities in 
individual, tax-favored retirement accounts. (This is a non- 
controversial recommendation among academic pension 
economists.) 

Professional investors are already prohibited by professional standards to invest 
more than two - ten percent, of a plan’s assets in any one financial vehicle (EBRI, 
2002). However, employees seem to have considerable loyalty or faith in their own 
employer’s success. Even when employees are not required to invest in company 
stock, they hold about 22% of their assets in their company’s stock (EBRI, 2002). 
Also, among some of the largest U.S. company’s 401 (k) plans, Enron’s was more 
diversified than that of others, such as Coca-Cola, for instance, which holds about 
85% of assets in company stock compared to 64% at Enron (Chen 2002). Also, 
Appendix Table 5 displays the weighted average of sponsor holdings as a 
percentage of a companies total pension assets for some of some companies in 1996 
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• As an Advisory Board Member of the PBGC I urge Congress to 
in turn urge or require the PBGC to investigate ways to reduce 
the risk in defined contribution plans. 

How would the PBGC go about reducing risk? Currently, the Pension Benefit 
Guaranty Corporation (PBGC) insures payment of defined benefit payments in the 
case of employer bankruptcy. The derivative and underlying work of the PBGC is 
that because they are exposed to the expense of having to pay pensions they do 
monitor and minimize exposure just like sophisticated insurance companies do. In 
1998, the PBGC began using a sophisticated (and award winning) model to assess 
the probability a weak firm will present claims to the PBGC. The PBGC also has a 
sophisticated staff of lawyers and financial analysts who identify corporate mergers, 
acquisitions, borrowing, and other financial transactions that might put pension 
funds at risk. The PBGC could use the same kind of early warning system for DC 
plans. 

Boosting Coverage 

Other reforms to improve coverage for workers include: 

• Require immediate vesting, or nearly immediate, for newly hired 
employees to help them develop the habit of retirement saving 
and to accumulate funds and require "reverse matching" - 
employers contribute to all employees 401 (k) plans regardless of 
employees’ match behavior. 

401(k)s have a fatal flaw that will prevent them from ever being a good retirement 
income security device they require the employee to contribute before the 
employer’s contribution is forthcoming. Research shows that lower income workers 
do not participate in voluntary pension plans or they withdraw the funds before 
retirement because their tax rates are lower and they are more often to perceive they 
do not earn enough. (In surveys 30 - 60% of people underestimate how much they 
need to save for retirement.) A full 20% of workers who could contribute to the DC 
plan offered at work don’t and the median 401(k) balance is less than $5,000 for 
women and less than $1 1,000 for men (EBRU997). In fact, in 1998 for the first 
time, the rate of increase in assets in DB plans was greater that in DC plans. Federal 
Reserve officials suspect that workers are drawing down their DC accounts before 
retirement (Anad, 1999). 

• Mandate a defined contribution, individual account supplement 
to Social Security and subsidize the supplement for low and 
lower middle income workers with tax credits deposited directly 
into their account. 

Besides raising tax rates, an effective way to boost coverage would be to mandate 
individual accounts and fund it with tax credits - e.g. the earned income tax credit - 
for lower income workers. Mandating coverage with government seed money is 
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analogous to the existing tax carrot though ii is updated and more effective for low 
and middle-income employees. Also, to reiterate the point above, a different tax 
carrot is needed when tax rates are low. 

Conclusion 

The idea of individual responsibility in all areas of social insurance has momentum 
in the employer and employee relationship; therefore, new forms of regulation are 
needed. Some fear that regulating 401(k)s will induce employers to not provide 
pensions. However, pensions are not merely agreements between employers and 
employees. Taxpayer subsidies are important reasons retirement plans exist and 
government has a role in making them serve a public interest. 

ERISA reform must address the coverage, protection, and adequacy gaps in the 
growing voluntary individual pensions sectors. ERISA regulators should construct 
clever and employer-responsive ways to reverse the erosion in pension coverage. 
Individual control of pension accounts comes at a high probability of failure — 
professionals make better investment decisions than individuals and the risk is 
minimized when distributed over a large group plan. In addition, much of the 
administrative expense for individual accounts are not subsidized by the employer 
(as they are in traditional plans) and they are higher because workers lose 
economies of scale, smoothing possibilities, and the advice of professionals. 
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APPENDIX G - SUBMITTED FOR THE RECORD, ENRON 
CORPORATION SAVINGS PLAN, AS AMENDED AND RESTATED, 
EFFECTIVE JULY 1, 1999 
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ENRON CORP. SAVINGS PLAN 


A3 Amended end Restated 
Effective July 1, 1999 
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ENRON CORF. SAVINGS PLAN 


"WHEREAS, Enron Corp. has heretofore adopted the ENRON CORP. SAVINGS 
PLAN, hereinafter referred to as foe “Plan,** for foe benefit of its employees; and 

WHEREAS, the Company desires to ream* the Plan end to amend the Plan in severil 
respects, intending thereby to provide m mdntsmtpted and continuing program of benefits; 

NOW THEREFORE, foe Piss is hereby restated is its entirety as follows wife i*j 
interruption is time, effective u of Jrsly 1, 1599, except as otherwise indicated herein; 


CO 
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Bgfiaifrms Construction 


11 Definition; . Where She following words rad phrases appear in the Plan, they 
shall have the respective meanings set forth below, unless their context clearly indicates to the 
contrary. 

(1) Aemnntf;! : A Participant's Before-Tax Contribution Account, Company Coatribnti^: 
Account, After-Tax Contribution Account, and/or EOTT Contribution Account 

(2) Ae p The Employee Retirement Income Security Act of 1974, n mmiH 

(3) Afttr-TixCotjtrihutiaa AtraanE An individual account for each Participant, which is 
credited with his After-Tax Contributions, and which la credited with (nr debited fir) 
such Account’* allocation of net income (or net loss) and changes in value of the Tit si 
Fund. 


(4) Aittr-T«t- Contributions: Contributions made to the Plan by a Participant 
accordance with Section 3.2. 


(5) Hast-Eas: With respect to any Participant, such Partidpant'i basic rate of compensatil 
for a Contribution. Period based upon tire hourly pay rate, weekly salary, establish 
benefit rate, or similar unit of bass compensation applicable to such Participant pnraui 
to the Company's regular payroll accounting and determined as of the last day of 
Contribution Period. For purposes of determinins a Participant's basic rate 
compensation for a Contribution Period, elective contributions made on a Participant’ 
behalf by the Comp my that are not includable in income under lection 125 aoe 
402(e)(3), section 402(h), or section 403(b) of the Code and any amounts that are 
includable in the gross income of a Participant under a salary reduction agreement 
reason of the application of section 132(f) of the Code shall be included. The Base Pay! 
ariy Participant taken into account for purposes of the Plan shall be limited to 5160,1 
for my Plan Yeir with such limitation to be: 


in 

list 

of 
s 

ecctihn 
lot 
V 
of 
,cbo 


(A) Adjusted automatically to reflect any amendments to section 401{a)(J7) of ije 

Code and any cost-of-living increases authoriied by section 401(»X17) of £e 
Code; and ^ 

(B) Prorated for a Plan Year of less than twelve months and to the extent otherwise 
required by applicable law. 


M 
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The Committee may Impose the foregoing fimitstior. ratably os a Contribution Period b^ 
Contribution Period basis or on such other reasonable basis as may be established by th : 
CammiSce. 

Compensation continuations past tcnranatian of a Participant's employment stall not bo 
included as a Participant's Base Pay. 

(5) Before-Tar Contribution Aberrant : An individual account for each Participant, whic t 
is credited, with the Before-Tax Contributions made by die Company on sue t 
Participant's behalf md credited with (or debited for) aueh Account’s allocation of ntt 
income (or net loss) and changes in value of the Trust Fund. 

(7) Before-Tar Contributiom : Contributions made to the Plan by the Company on s 
Participant’ a behalf in accordance with the Partidpsnt’i elections to defer Base Pxy r 
the Plan’s qualified cash or deferred arrangement as described in Section 3.1 . 

(8) BagfitCsmuntaamialCate: With respect to each Participant or beneficiary, fee fir » 
day of fee first period for which such Participant’s or beneficiary’s benefit is payable 1 a 
him front the Trust Fund determined in accordance with Section 10.1. 


(9) Code; The Internal Revenue Code of 1986, as amended. 


( 10 ) 


Commencement Pau: 

Service. 


The data on which an Employee first performs an Hoar if 


(11) C ommittee : The administrative committee appointed by Enron Corp to administer tHe 
Plan. | 


(12) Cnntgany: Enron Corp. and any entity which has adopted the Plan for the benefit of 4* 
Eligible Employees. 


(13) Caaam Cnatrihlttlan Asannp An individual account for each Participant L 
credited with the sum of (A) Company Matching Contributions made on mih 
Participant’! behalf and (B) the Company Safa Harbor Contribution!, if any. made <(n 
such Participant’! behalf and -which is credited wife (or debited for) such Aeeounffs 
allocation of net income (or net lots) and changes in value of the Trust Fund. 


( 14 ) . Cn a p a na , CPBtrihuti m n : Contributions made to fee ptan pursuant to Sections 3 4 3 jj 

7X2 and I2J. ’ r ’ 

(15) CccattiyJVlaldllajtr.glirrih.lltlgSS: Contributions made to the Plan by the Compaiy 
pursuant to Section 3.4 and Section 22.2. 
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( 16 ) 


Company pursuant to Station 3,5. 


Contributions made to the Plan by 


*tj 

! 


(1?) Contribution Purled : Each payroll period or such other period as may be established by 
the Committee for purposes of the timing of contributions to the Plan, Ccntribatioi 
Periods may vary for different groups of employees, 

(IS) Controlled Entity : Each caiperattas font is a member of « controlled group a ' 
corporations, within the meaning of lection 150(a) {determined without regard n 
sections 1563(a)(4) tad 1563(e)(3XC)) of die Code, of which Enron Carp. i» t member 
each trade or business (whether or not iisorpoia'rod) -with which Enron Cap, is unde 
conation control, and each member of an affiliated service grasp, within the meaning o ' 
testjon 414(a) of the Code, of which Enron Crap. is amember. 

(19) Direct Rollover: A payment by the Plan to an Eligible Retirement Plan dcsignucd by i . 
Distributee. 


(30) Biitrtbates Each (A) Participant entitled to an Eligible Rollover Distribution, (Bl 
Participant's surviving spouse with respect to the interest of racb surviving spouse in 2 
Eligible Rollover Distribution, arid (C) former spouse of a Pctictpmt who ii m aliemrat 
payee under a qualified domestic relation* order, as defined In section *U(p) of ihe Cedi, 
with regard to the interest of rods former spouse In art EEgible Rollover Distribution. j 

(21) Etfoain Pate July 3, 1999, at to this reaateoimt of the Plan, except (A) as otherwise 
indicated in specific provisions of the Plan, and (H) that previsions of the Plan tinned to 
have an earlier effective date by applicable sunae and/or regulation shall be effective „ 
of the required effective date in such statute and/or regulation and shall apply, aa of suck 
requjzed effective date, to any plan merged into this Plan. 


(22) Eiiei h ls E m p lgycc : Each Employe, ether than (A) an Employee wheae term, «Jl 
conditions of employment are governed by a eoBectivc bargaining agreement, unless * 
agreement provides for his coverage under die Plan, (B) a nonresident alien who race 
no earned income tom the Company that constitutes income fiom sources within' 
United States, end (C) an Employee who is a Leased Employee. Norwiihnanding . 
provision of the Plan to the contrary, no individual who is designated, compensated, 
otherwise classified or treated by the Company is an independent contractor or other 
common law employee shall be eligible to become a Potidpant in the Plan. 

(33) Eligible RttiKimaLJElan: (A) With respect to a Distributee other than a survive 
spouse, in individual retirement account described in section 408(a) of the Code, a 
individual retirement tenuity described in section 408(b) of the Code, an inanity pis 
described in section 403(a) of the Code, or a qualified plan described in section 401(a) < 
the Code, which under its provisions does, and under applicable law may, accept rue 
Distributee a Eligible Rollover Distribution, and (3] with respect to a Distributee who i 
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a surviving spouse, an individual retirement account described in section 405(a) of (he 
Code or an individual retirement annuity described in section 408(b) of the Cods. 

(24) Eligible Rollover Dhtributlea : With respect to a Distributes, any distribution of all 

any portion of the Accounts of a participant other than (A) a disaibution that is one o t a 
'series of substantially equal periodic payments (not leas fcequently than annually) mide 
for the life . (or life expectancy) of the Distributee or the joint lives (or joint ttfe 
expectancies) of the Diitributcc and the Distributee's designated beneficiary or for a 
specified period of ten years or more, (B) a distribution to the extern such distribution is 
required under section 401(«X9) of *e Code, (C) the portion of a distribution that is lot 
includable in gross income (determined without regard to the exclusion for net unrealised 
appreciation with respect to employer securities), (D) a loan treated as a distribution 
under section 72 (p) of die Code and not excepted by section 72(p){2), (E) x Icajin 
default that is a deemed distribution, (F) any corrective distribution provided in Sechina 
3.8 and 4.5(b), and (G) any other distribution ao designated by the Internal Revenue 
Service in revenue rulings, notices and other guidance of general applicability. FunHer 
fiom and after January I, 2000, a distribution fem the Before-Tax Contribution Account 
of ePartidp.ni who has not .Sained age 5SV4 jnuruact to Section 11.2 shall not constitbte 
an Eligible Rollover Distribution. ■ 


OS) 


Etnaloxfi*: Each (A) individual employed by the Compsny and (B) Leased Employ! 
United States , citizens or residents who are employees of certain foreign affiliate.^ 
Enron Corp. as may be designated from time to time by Enron Corp and identified 

{ Tl Sa n‘T^L aaf ^,r t ^ “ lpk ’ y * es “ ■ *ycem=nt under seal on 
3121® Of the Code filed on behalf of Enron Corp. with the Internal Revenue Sexvi 
shall be treated as Employees on the condition that contributions under a funded plan UI 
deferred compensation «e not provided by my other person or entity with respect to t he 
remuneration paid by the foreign affiliate. “ 


(26) 


Hour of Service. 


e: The date cn which Ml individual fire: performs 


C27) Enron Stock: The common stock cfEnroe Corp. 

(28) E P iStG SlBt fc The common stock ofEnron OH & Gas Company. 

c 25 ) H ighl y Ccmpmatrti Zn tfmr Each Employee who performs servtcca during fce 
Pltt Year for winch the determmaaon of who is highly compensated is being made (L 
Determination Year) and who: K l ' oe 

(A) <**““ a» meaning of aeetiln 

««GXl)CA)foQ of the Cede) at any time during the Determination Year or lie 
twelve-month penod immediately preceding the Determination Year (the “Lodk- 
Bsok Yeari); or 


[e, 

of 
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(B) For the Look-Back Year, receives compensation (within the meaning of sect! m 
41 4(q)(4) of the Code; “cornpensstton’’ for purposes of this Paragraph) in exet sa 
of 580,000 (with such amount to be adjusted automatically to reflect any cost-t f- 
living adjustments authoriled by section 414{q)(l) of the Code) during the Lock- 
Back Year end is a member of the top 20% of Employees for the Look-Back Ytar 
(other than Employees described in section 414(q)(5) of the Code) ranked on t te 
basis of compensation received during the year. 

For purposes of the preceding sentence, (i) all employers aggregated with the Camp* ly 
under section 414(b), (e), (m), or(o) of the Code shall be bested as a single employer a id 
(2) a former Employee who had a separation year (generally, the Determination Yt ar 
such Employee separates from service) prior to the Determination Year and who was m 
active Highly Compensated Employee fee either such separation year or a ly 
Determination Year ending on or after each Employee’s fifty-fifth birthday shall re 
deemed to be a Highly Compensated Employee. To the extent that the provision* of ttii 
Faragraph are ineo nsit teal or conflict with the definition of a "highly compares}. ■_& 
employee" set forth in section 414(4) of die Code and the Treasury regulstioii 
thereunder, the relevant terms end provisions of section 414(q) of the Code and tie 
Treasury regulations thereunder shall govern and controL 

(30) Hear o f .Sendee: Each hour for which an individual is directly or indirectly paid, Jtr 
entitled to payment, by the Company or a Controlled Entity for the performance of dune, 

(31) Investment Fond: Investment fund* made available from time to time for tie 
investment of plan assets a* described in Article V. 


(32) Imalaaflua Xtnnlnaflaat Termination of a Participant’s employment by the Cempody 
due to businesi circumstances, layoff or corporate reorganization (including, tali 
limited to division or office eloaure or relocation). A Participant 1 ! employment with tie 
Company shall in no event constitute an Involuntary Termination if the Partidpam 
voluntarily terminates such employment (whether by reason of retirement or otherwise} 
or if juch Paitidpsnt's employment is terminated by the Company due to the Partidjwafj 
gross negligence or willful misconduct in performance of the duties of his anploymeotlr 
his commission of a felony or by reason of conduct canting injury or loss to the 
Company. | 


(33) Lmtd Employee: Each person who is not an employee of the Company or a Contrail Jd 
Entity but who performs service! for the Company or a Controlled Entity pursuant to st 
agreement (oral or written) between the Company or a Controlled Entity and any l easing 
organization, provided that such person has performed such services for the Companydr 
a Controlled Entity or for related persons (within the meaning of section 144(a)(3) of the 
Code) on a substantially full-time basis for x period of at least one year tnd such services 
are performed under primary direction or control by the Company or s Controlled Entity, 
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(34) 

[33) 


(36) 


(37) 

<3S) 

(39) 

(40) 

(41) 

(42) 

(43) 


Normal Retirement Date : The date 8 Participant atttirj the age of sixty-five 

Partlricart : Each individual who (A) has met the eligibility requirements 1 -r 
participation in the Flan and elected to participate in the Plan pursuant to Article U or f i) 
has made a Rollover Contribution in accordance with Section 3.9, but only to the cssteit 
provided in Section 3.9. For purposes of Article V only, the beneficiary of a deceit ;d 
Participant end any alternate payee under a qualified domestic relations order (as defini tl 
in Section 19.2) ihal] have the rights of a Participant. 


Period, cf Service : Each period of an individual’s Service commencing on t^s 
Employment Commencement Date or a Reemployment Commencement Date, 
applicable, and ending on a Severance from Service Dare. Notwi thstan ding tie 
foregoing, a period during which as individual Is absent from Service by reason of tie 
individual's pregnancy, the birth of a child of the 'individual, the placement of a cMd 
with the individual in connection with the adoption of such child by the individual, tar fbr 
the purposes of caring for such child fbr the period immediately following meb birth X- 
.placement shall not constitute a Period of Service between the first and aeeoJd 
anniversary of the first dale of such absence. A Period of Service shall also include art 
period required to be credited as a Period of Service by federal law other than the Act Iff 
the Code, but only under the conditions and to the extent so required by auch federal lavT 


Period nf Severance: Each period of time commencing on an individual’a Sevenmi e 
from Service Date and ending on a Reemployment Commencement Date. 

Plan: The Enron Cotp. Savings Plan, as emended from time to time. 

Pl th Yc a r : The twelve-consecutive month period commencing January t of each year. 

Htci xiplevnn i u Cam m enct m ea t Hate: The first dare upon which an mdividud 
performs an Hour of Service following a Severance bn Service Date. 

Rollonr Account : An individual account for an Eligible Employee, Which is erudite 1 
Whh the Rollover Contribution! of such Employee, end which is credited with (or debits 1 
for) such Account’s allocation of net income (or net loss) and changes in value c f 4 e 


Rq fl nvcr Oi n &flH t ttai u: Contributions made by an Eligible Employee pursuant tb 
Section 3.10. | 


Seryke: The period of an individual’s employment with the Company or a ControllJi 
Entity. In addition, Enron Coip. my credit individuals with Vesting Service fbr 
employment with any other entity but only if and when such individuals became Eligrblfe 
Employees through a stock or asset purchase or other corporate transaction but only if 
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such crediting of Vesting Sendee (A) does not exceed S years of Service, (B)fcW a 
legitimate business reason, <CJ does not by design or operation discriminate significantly 
in favor of Highly Compensated Employees and (0) ia applied to all similarly situated 
individuals. 

( 44 ) Severance from Service Pate : The first date on which an individual terminates! his 
Service following his Employ® 01 * Commencement Date or > Reempioyn eat 
Commencement Date, if applicable. Notwithstanding the foregoing, the Severance fi oai 
Service Date of an individual who is absent from Sendee by reason of the individu d’« 
pregnancy, the birth of a child of tie individual, die placement of a child with the 
individual in eormeetien with the ad optical of such child by the individual, or for purpe see 
of caring for such child for the poind immediately following such birth or plnctm mt 
shall be foe second anniversary oftbe first dare of such absence. 

(45) Trait The trust established under the Trust Agreement^) to hold and invsst 
contributions made under the Plan and income thereon, and Sum which file Plan bone its 
are distributed. 

(46) ’ Trnit Agreement .- The agreement entered into between Enron Corp. and the Tnisjes 

estab lishing the Trust; as such agreement may be amended from time to time 

(47) Trust Fund : The funds and properties held pursuant to the prervisiona of the Tnlst 
Agreement for the use and benefit of the Participants, together with ill income, profits, 
and increment* thereto. 

(48) Trustee : The trustee or trustee* qualified and acting under the Trust Agreement at atjy 
time. 


(49) Vested Interest : The percentage of a Partietpam’a Accounts which, pursuant to the Plan, 
is nonforfeitable. 

(50) Vesting Service: The measure of service used in determining a Participant ’a Veste I 
Interest as determined in accordance with Sections 8.4 and 8 _5. 

U gratae »Bil Gtadcr. Wherever appropriate herein, words used in the singula 
shall bo considered to include the plural, and word* used in the plural shall he conn'd errd t< 
include the singular. The masculine gender, where appearing in the Plan, shall he deemed ti 
include the feminine gender. 

1-3 Beading*. The headings of Articles and Sections htron are included solely fot 
convenience, end if there is any conflict between each headings and the text of tile Plan, fire tied 
thill control. 
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1,4 rrmyfmrrtnti . It is intended that fee Plan be qualified within the meaning of 
section 401 (a) of the Cods and that the Trust be us exempt under section 503(a) of the Cods! 
mi ill provisions herein shall be construed in accordance with such intent 
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Participation 

Each Eligible Employee shall be eligible to become a Participant upon the first fay of tie 
first month coincident with or next following such Eligible Employee's Commencement Date (sr 
the date he becomes an Eligible Employee through a stocic or asset purchase or other corporate 
transaction. Notwithstanding the foregoing:- 

(a) An Eligible Employee who was a Fsrtidpaijt in the Plan on the day pri sr 
to the Effective Dale shall remain a Participant in this restatement thereof as of t ie 
Effective Date; 

(b) An Eligible Employee who was a Fartieipaat in the Plan, or who wss 
eligible to become a Participant in the Plan, prior to a termination of employment shtU >c 
eligible to remain or beeome a Participant immediately upon his reemployment as at 
Eligible Employer? and 

(e) A Pirtidpant who ceases to be an Eligible Employee but remains ; m 
Employee shall continue id be a Participant but, on and after the d«r» jj e cetta to be , m 
Eligible Employee, he shall no longer be entitled to defer Biae Pay hereunder, read- « 
allocations of Company Matching Contributions or contribute to the Plan unless and an il 
he chaH again become sn Eligible Employee. 

Pirtiripntion in the Plan it voluntary. Any Eligible Employee may become a Participant up m. 
the date on which he first becomes eligible by m siting a Before-Tax Contribution election (a id 
related Base Pay reduction agreement) or After-Tax Contribution election in accordance with l ic 
procedures prescribed by the Committee. Any Eligible Employee who does not become a 
Participant upon the date on which he first becomes eligible may become a Participant on t le 
first day of any aubsequent month by malting a Before-Tax Contribution election (and relal ri 
Base Pay reduction „g, cot cur) or After-Tax Contribution election in accordance wife tire 
procedures prescribed by the Committee. 


do t nnot'* 
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in. 


CoafribmlQiiS 

riLl pi-fnre-Tar Caatrlbflti aM. 

(a) A Participant may else* to defer in integral percentage of from 1% to 13% 
(or such leaser precentegc as may be pres orbed fieni time to time by the Committee) of his £ ise 
Pay for * Contribution Period by having the Company contribute the amount as deferred to the 
Plan. Bsae Pay for a Contribution Period not «o deferred by each election shall be received by 
such Participant in cash. A Participant's election to defer an amount of his Baae Pay pursuant to 
this Section shall be mads by authorizing his Company, in the manner prescribed by he 
CcmmiCct, to reduce Iris. Base Pay in the elected amount and the Company, in eonsiderati on 
thereof; agree* to contribute an equal amount to the Plan. The Baae Pay elected to be deferred jy 
a Participant pursuant to this Section shall become a part of the Company ‘a Bcforc-Taa 
Contributions and ahall be allocated in accordance with S ection 4.2(a). . 

(b) In restriction of the Participanta' elections provided in paragraph- ( a) 
above, flic Before-Tax Contributions and the elective deferrals (within the meaning of aectit n 
402 (gX3) of the Code) under all other plana, contracts, and arrangements of the Co m p an y c n 
behalf of any Participant for any calendar year ahall not exceed S10.000 (with such amount to l e 
adjusted automatically to reflect any cost-of-living adjustments authorized by section 4Q2(g)(: ) 
of the Code). 

(e) In further restriction of the Participants' elections provided in Paragrap i 
(«) above, it is apedfically provided that one of the “actual deferral percentage” teats act forth i i 
section 401(kX3) of the Code and Treasury regulations (hereunder must be met in curt, pi* , 
Year. Such testing shall utilize the current year testing method as inch term is defined in Interns! 
Revenue Service Notice 98- 1 . If multiple use of the alternative limitation (within the meaning of 
section 4Ql(mX9) of the Code and Treasury regulation 5 1.401(m)-2(b)) occur* during a Rad 
Year, such multiple use shall be corrected in accordance with the provisions of Treasury 
regulation $ 1.401(m)-2(e); provided, however, that if tuch multiple use is not eliminated bV 
m a t ting safe harbor contribution*, then the “actual contribution percentages" of all Highly) 
Compensated Employees participating in the Plan shall be reduced, and the excess contributions* 
distributed, in accordance with tba provisions of Section 3.8(c) and applicable Treasury 
regulations, so that there is no such multiple use. 

(S) If the restrictions set forth in Paragraph (e) above would not otherwise be 
met for any Plan Year, the Base Pay deferral elections nude pursuant to Paragraph* (a) above of 
affected Participants may be reduced by the Committoe on a temporary and proipective basis in 
such manner is the Committee shell determine. 
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(c) As soon as administratively feasible following the end of cadi 
Contribution Period, but no later than the time required by applicable law, the Company shkll 
contribute to the Trust, as Before-Tax Contributions with respect to each Participant, an amoint 
equal to the amount of Base Pay elected to be deferred, pursuant to Paragraph (a) above (as 
adjusted pursuant to Paragraph (d) above), by such Participant during such Contribution Perioi. 
Sueh contributions, as well as the contributions made pursuant to Sections 3.2 and 3.4, shall do 
made without regard to current or accumulated profits of the Company. Notwithstanding | ie 
foregoing, the Plan is intended to qualify as a profit sharing plan for purposes of sections 401( i), 
•402, 412, and 41 7 of the Code. 

ffl.2 After-Tax Contributions . A Participant may contribute to the Plan, as ] iis 
After-Tax Contributions, an integral percentage of his Base Pay which, when added to tie 
integral percentage of his Base Pay for such Contribution Period designated as Befcre-Tcs 
Contributions, does not exceed 15 54 (or such lesser percentage as may be prescribed Scan time to 
time by the Committee). After-Tax Contributions shall be made by authorizing die Company to 
withhold such contributions foo the Participant'* Base Pay. Each Participant may elect t re 
amount (within the percentage limit* of this Paragraph) of his After-Tix Contributions in t w 
manner and within the time period prescribed by tile Committee. If the restrictions set forth in 
Section 3.6 wouid not otherwise be met for any Plan Year, the After-Tax Contribution eleetio jj 
of affectesi Participants may be reduced by the Committee on a temporary and prospective b* ij 
in such manner as foe Committee shall determine As soon as administratively fcasttle 
following the end of each Contribution Period, but no tiler than the time required by applicil le 
tiw,^ the Company shall contribute to the Trust the After-Tax Contributions withheld from t >e 
Participants’ Base Pay during such Contribution Period. 

H 1 - 3 fU fart - Ta s and- A fter- J sx Con t ri bu ti on fbanere . A Participant mey chan se 
the amount of) suspend or resume bis Before Tax Contributions or his After-Tax Contribmio ti 
(within the applicable percentage limits set forth in Sections 3.1 and 3.2 above) effective is it 
the first day of my Contribution Period, Such change shall be effected in w ;,h t * 

procedures established by the Committee. 

WI - 4 Co m pany M a tc hi ng Ccnfribtlfta t l . For each Contribution Period the Compaiy 
shall contribute as Company Matching Contributions on behalf of each Participant other fo*3 a 
Participant who is a field hourly construction worker or whose contribution rights are dracrib rf 
in Article XXH, an amount which equals 50% of the Before-Tax Contributions which were xn* ie 
pursuant to Section 3.1 on behalf cf such Parti rip set during such Contribution Period andwbiih 
were not in excess of: for foe 1999 Plan Year, 4% of such Participant's Base Pay for smh 
Contribution Period and for foe 2000 Plan Year and for Plan Yean thereafter, 6% of mh 
Participant’s Base Pay for such Contribution Period, 

mJS CampaatcSife Harimr Ccntrihatloni- In addition to the Company Maichil 
Contributions made pursuant to Section 3.4 for a Plan Year, the Company, in its diseredo^mj-' 
conirflmte to the Trust as a “safe harbor contribution" for such Plan Year the amounts noces. 
to cause foe Flan to satisfy foe restriction* act forth in Section 3.1(c) (with respect to cenaj 
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restrictions on Before-Tax Contributions) 2nd Section 3.6 (with respect to certain restrictions bo 
Company Matching Contributions and After-T*x Contributions). Amounts contributed in orc.es 
to satisfy the restrictions set forth in Section 3.3(e) shah be considered "qualified nondecti ve 
contributions" (within the meaning af Treasury regulation § 1.401(V)-t(gX13)) for purposes of 
such Section, and amounts contributed in order to satisfy the restrictions set forth in Section 3.6 
shall be considered Company Matching Contributions for purposes of such Section. Any 
amounts contributed pursuant to this Section shall be allocated in accordance with Sections 


4.2(d). For purposes of the Plan, such contributions shall bo treated in the same M 

Before TlX Contributions under Section 3.1 of the Plan, shall be nonforfeitable and fully vested 
when made, and cannot be withdrawn for any reason, including hardship until termination frs tn 
any Enron company. 


.Ctmtr.lbu.tiana. In restriction of the Company Matching Contribution! and ' After- 
Contributions hereunder, it is Specifically provided that one of foa "actual eemtributi 
percentage" tests set forth in Section 401(m) of the Code and the Treasury rtgulatiooi therenni 
roust be met in each Plan Year. Such testing shall utilize the current year testing method is suLh 
term ia defined is Internal Revenue Service Notice 98-1. The Committee may elect, }£n 
accordance with applicable Treasury regulations, to Bear B cfore-Tax Contributions to the Plan L 
Company Matching Contributions far purposes of meeting this requirement j 

FO-7 PaymuU_tQ -JXraila- Contributions under tile Plan shall be paid by tire 
Company directly to the Trustee as soon as practicable. On or about the dare of any rjU 
payment, tbs Committee shall be informed as to the amount of such payment j * 

in* 8 Batara cf.Coalrlbutipnj. Anything to the contrary herein notwithstanding, the 
Company’s contributions to the Plan are contingent upon the deductibility of such eontributioLs 
under section 404 Df the Code. To the extent that a deduction for contributions is disallowJd. 
such contributions shall, upon the written demand of the Company, be returned tn the CompaL 
by foe Trustee within one year after the dite of disallowance, reduced by any net losses of tiie 
Trust Fund attributable thereto but not increased by any net earnings of the Trust Fold 
attributable thereto, which net earnings shsfl he treated as a forfeiture m accordance with S ceri L 
4 J. Moreover, if Company contributions are made under a mistake of fact, such contributioC 
shall, upon the written demand of foe Company, be returned to the Company by foe TiustL 
within one year after foe payment thereof) reduced by any net losses of the Trust Fifod 
attributable thereto bot not increased by (my net earnings of the Trust Fund attributable therei 
which net earnings shall be treated as a forfeiture in accordance with Section 4.3. 
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m.S TM.pnrittnn atEaan Brferrsls e nd Exce ss Cfl Ut lifa.tldaa! . 

(a) Anything to the contrary herein notwithstanding, any Bafore-Tax 

Contributions to the Plan for a calendar year on behalf of a Participant in racers of th|s 
limitations set forth a Section 3.1(b) and any “excess deferrals" from other plans alienated to this 
Plan by such Pertici pant no later than March 1 of the next following calendar year within the 
meaning oC and pursuant to the provisions of, section 402(g)(2) of the Code, shall be distributes, 
to such Participant not later than April IS of the Best following calendar year. j 

(b) Anything to the contrary herein notwithstanding, if, for any Plan Year, thl 
aggregate Before-Tac Contributions made by the Company os behalf of Highly Cccrpenaateti 
Employees estceeds the maximum amount of Before-Tax Contributions permitted on behalf df 
such Highly Compensated Employees pursuant to Section 3.1(e), such excess (determined iL 
reducing Before-Tex Contribution* on behalf of Highly Compensated Employers in order of life 
highest dollar amounts contributed on behalf of such .Highly Compensated Employee* it 
accordance with section 401 (kXSXQ of the Code and the Treasury regulations thereunder) *haH 
be distributed to the Highly Compensated Employees on whose behalf xuch excess wits 
contributed before the cad of the next following Plan Y ear. 

(e) Anything to the contrary harrin notwithstanding, if; for any Plan Year, the 
sum of the aggregate Company Matching Contributions and After-Tax Contributions ahocxiedii 
the Accounts of Highly Compensated Employees exceeds the maximum amount of i-ucS, 
Company Matching Contributions and After-Tax Contributions permitted on behalf of au3h 
Highly Compensated Employees pursuant to Section 3,6, such excess (determined by reduciX 
After-Tax Contributiona made by, and Company Matching Contributions on bchalfc? 
Highly Compensated Employees in order of the highest dollar amo unt* contributed by stud £ 
behalf of Rich Highly Compensated Employees in accordance with section 4Ql(m)££)(C) of tile 
Code and Treasury regulations thereunder) shall be distributed to the Highly Compensated 
Employees on whote behalf inch excess contributions were made or who made such excels 
contributions, a* applicable, (or, if such excess contributions are forfeitable, they ahallb» 
forfeited) before the end of the next following Plan Year. Company Matching Contributiols 
shall be forfeited pursuant to tiiii Paragraph only tf distribution of all vested Company Matching 
Contributions is insufficient to meet the requireamts of this Paragraph. If vested Company 
Matching Contributions sxe distributed re a Participant and convened Company Matching 
Contributions remain credited to such Participant's Accounts, such nonveated Company 
Matching Contributions shall vest at the same rate as if such distribution had not been made. | 

(d) In coordinating the disposition of excess deferral* and excess contribution* 
pursuant to this Section, such excess deferrals and excess contribution* shall be disposed of to 
the following order: ] 

(1) First, Before-Tax Contributions that constitute exeess defends 
desorbed m Paragraph (a) above that are not conatdered in determining the amount <bf 
Company Matching Contributions pursuant to Section 3 3 shall be distributed; 
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(2) Next, excsss Before-Tax- Contributions that constitute excels 
deferrals described in Paragraph (a) above that arc considered in determining the amom u 
of Company Matching Contributions pursuant to Section 3.3 shah be distributed, and ti e 
Company Matching Contributions with respect to such Before-Tax Cowriburiais shah l e 
forfeited; 

(3) Next, excess Before-Tax Contributions described in Paragraph 0 ) 
above that ire not considered in determining the amount of Company Matching 
Contribution! pursuant to Seed on 3 3 shah be distributed; 

(4) Next, excess Before-Tax Contributions described in Paragraph (1 1 ) 
above that are considered in determining the amount of Company Matching 
Contributions pursuant to Section 3 3 «b*h be distributed, and the Company Matehin g 
Contributions with respect to such Bsfore-T»x Contributions shall be forfeited; 

(5) Next, excess After-Tax Contributions described in paragraph (i ) 

above; and 

(S) Finally, excess Company Matching Contributions described is 
Paragraph (c) above shall be distributed (or, if forfeitable, forfeited). 

(e) Any distribution or forfeiture of excess deferrals nr excess eontributiet a 
pursuant to the pmvisiona of this Section shill be adjusted for income ex loss thereto j 3 

the manner determined by the Committee in accordance with any method permissible tmdi r 
applicable Treasury regulation*- Any forfeiture pursuant to the pmvisiona of this Section sha 1 
be considered to have occurred on (he date which is 2b4 months after tbe end of the Plan Year. 

ID-10 Rollover Cnntrihutiam. 

(a) Qualified indirect Rollover Contributions may be made to the Plan by an y 
Eligible Employee of amounts received by such Eligible Employee from an individual retirema it 
account or annuity or from another qualified plan, but only if such Rollover Contributions ta 0 
made pursuant to and in accordance with applicable provisions of foe Code. Any Eligib] 5 
Employee desiring to effect indirect Rollover Contributions must execute and file wife ttie 
Committee tha form prescribed by the Committee for such purpose. An indirect Rnllevlr 
Contribution shall be credited to the Rollover Account of the Eligible Employee making sui 
: indirect Rollover Contribution sa of the day on which the Rollover Contribution is made. 
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(a) Qualified direct Rollover Contributions may be made to the Plan by any 
Eligible Employee of amounts received by such Eligible Employee from certain individual 
retirement accounts or annuities or from an employees' mist described in section 401 (a) of the 
Code, which is exempt from tax under section 501(a) of the Code, but only if any such dirLt 
Rollover Contribution is made pursuant to and in accordance wiih applicable provisions of tho 
Code and Treasury regulations promulgated thereunder, a direct Rollover Contribution If 
amounts that are "eligible rollover distributions" within the meaning of section 402(C{2X*) pf 
the Code may be made to the Plan irrespective of whether such eligible rollover distribution wits 
paid to the Eligible Employee or paid to the Plan as a “direct" Rollover Contribution. A direst 
Rollover Contribution to the Plan must be in cash and may fat effectuated only by wire transfer 
directed to the Trustee or by issuance of i check made payable to the Trustee, which 
negotiable only by the Trustee and which identifies the Eligible Employee for whose benefit the 
Rollover Contribution is being made. Notwithstanding the foregoing, an Eligible Employee wlo 
is entitled to e distribution from the Enron Carp. Employee Stock Ownership Plan may m-T * 
direct Rollover Contributions of such distribution to the Plan in whole shares of Enron StodT 
Any Eligible Employee desiring to effect a direct Rollover Contribution a the Plan must ercctac 
and file with the Committee the fora prescribed by the Committee for such purpose. Tic 
Committee may require aa a condition to accepting any direct Rollover Contribution that sunh 
Eligible Employee furnish any evidence that the Committee in its discretion deems natisfactnjy 
to establish that the proposed Rollover Contribution ii in fact eligible for rollover to the Plan and 
is made pursuant to and in accordance with applicable previsions of the Code and Treasmy 
regulations. A Rollover Contribution shall be credited to the Rollover Contribution Account i -f 
tile Eligible Employes for whose benefit such Rollover Contribution is being made ss of the la it 
day of the month in which such Kollo vre Contribution in made. 

(c) An Eligible Employee who baa made a Rollover Contribution ■« 
accordance with this Section, but who han not otherwiae become a Partidpant in the Plan i i 
accordance with Article 0, ihaQ become a Participant coincident with such Rnllovir 
Contribution; provided, however, that such Participant ahajl not have a right to defer Base Pay t r 
have Company . Contributions made on hit behalf until he has otherwise satisfied tk 5 
requirements imposed by Article Q. 
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IV. 


Allocation * and (.imitations 


iv.n Suspended Amounts . All contributions, forfeitures, and the net income (or het 
lots) of the Trust F and shell be held in surpense until allocated or applied as provided basin. 

rV.12 Allocation n f Contributions to Aecnants. 

'(a) . Before-Tax Contributions made by the Company on * Participant's bet ilf 
pursuant to Section 3.1 shall bo allocated tn such Participant's Befhro-Tsx Contribution Aeeou It. 

(b) Afire-Tax Contributiona made by a Participant pursuant to Section i 
shall be allocated to the After-Tax Contribution Account of such Participant. 

(c) The Company Matching Contributions for each Contribution Period 
pursuant to Section 3.4 shall be allocated to the Company Contribution Accounts of me 
Participants for whom such connibutions were tr a de 

(d) The Company Safe Harbor Contribution, if any, made pursuant Ito 
Section 3.5 fur a Plan Year shall be alloca te d as described in the Board resolution providing lor 
such contributiona to a Participant'* Before -T as Contribution Account if made to satisfy tpe 
restrictions of Section 3.1(e) and to a Participant’s Company Contribution Account if rnnAr- 
satisfy the restrictions of Seetion 3i>. 

(e) All contributions to the Plan shall be considered allocated to Partiripatr s 
Accounts no lata than the last day of the Plan Year for which they were made, os detennin d 
pursuant to Article in, except that, for purposes of Section 4.4, contributions shall be eoueidai d 
allocated to Participant!' Accounts when received by the Trustee 

IV J3 A pplication nf Forfeitures . Any tmtntnta (hat are forfeited under any provuii n 
hereof during a Plan Year shall be applied in the manner determined by the Committee to rsdui :c 
Company Matching Contributions and/or to pay expenses incident to the administration of tl e 
Plan and Trust. Prior to such application, forfeited amounts shall be invested in the Inveatate it 
Fund or Funds designated from time to time by tile Committee. This section will be applied as if 
the Plan is a single Flan for all Companies. 

XV.14 Valuation nf Accounts. All amounts contributed to the Trust Fund shall l e 
invested as soon as administratively feasible following their receipt by the Trustee according 1 a 
Participant’s investment designation pursuant to Article V, and Os balance of each Account aha 1 
reflect the result of each business day’s pricing of the Investment Funds as determined by ft e 
Trustee. ^act. Investment Fund reflects the allocation of net income (or net loss), separately ink 
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respectively in accordance wife norma! investment accounting practices from the time of receipt 
by the Trustee until the time of distribution. With respect to each Member whose employment i: 
tamituted for any reason, sc long as there is any balance in any of his Accounts, such Account 
or Accounts shill continue to receive allocation! of net income (or net loss) pursuant to hi: 
Section 4.4. 

(a) For purposes of this Section, the following terms and phrases shall tuv 

these respective meanings: 

(1) “Annual Additions" of a Participant for any Limitation Year aha] . 
mam fire tool of (a) the Company Matching Contribution* and any other contribution , 
made by the Company, Before. Tree Contribu tion !, and ferfatniea, if any, allocated n i 
auch Participant'! Account* for aoch year, (B) Participant*! contributions, if any, 
(excluding any Rollover Contribution*) for auch year, and (C) amount* referred to r i 
sections 415(1X1) and 419AC«Q(2) of the Code. 

(2) "415 Compensation" shall mean the total of all amounts paid b ’ 
fee Company to or for fee benefit of » Participant for services rendered or labor 
performed for the Company winch are required to be reported on fee Participant*! feden 1 
income res withholding stitemcat or statements (Form W-2 or its subsequent equivalent’ , 
subject to fee following adjustments and limitations: 

(A) The following shall bo included: 

ft) Elective deferrals (as defined in section 402(g3{3) t f 
fee Code) faun compensation to be paid by the Co m p an y to this 
Participant; 


pi) Any amount which is contributed or deferred by tije 
Company *1 fee election of fee Participant and which is not includible fa 
fee gross income of fee Participant by reason of section 1ZJ or 457 of me 
Code; and 


(fit) Any amounts feat are not includable in fee gross 
income of a Participant under a salary reduction agreement by reason if 
fee application of section 132(1) of the Code. ) 

(B) The 415 Compensation of any Participant laid into 
account for purpose* of the Plan shall be limited to 5160,000 fur any Plan Year 
wife such limitation to be: 
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(i) Adjusts zutomstica!]y to reflect any amendments 
to section 401(a){!7) of the Cede and any cost-of-living increases autho- 
rized by section 401(5X17] of the Code; sod 

(ii) Prorated for i Plan Year of less than twelve months 
and to the extent otherwise required by applicable law. 

(3) "Limitation Year” shall mean the Plan Year. 

(4) “Msximujn Annual Addiuorj" of a Participant for my Limitation 
Year shall mean the lesser of (a) 530,000 (with such amount to be adjusted automatically 
to reflect eny cost-of-living adjustment authorized by section 415(d) of the Code) or (B) 
15% of such Participant’s 415 Compenaade® during such Limitation Year, except that th: 
limitation in this Clause (B) shall not apply to any contribution for tnadical benefit! 
(within the meaning of section 4l9A(i)(2) of fee Code) after reparation from terviee wit) 
fee Company or a Controlled Entity that ia otherwise treated as in Annual Addition or tc 
any amount otherwise created ae an Annual Addition under section 415(1X1) of the Code. 

(b) Contrary Plan proviiiem notwithstand in g, in no event shall fee Anrmi 
Additions credited to a Participant’a Accounts for any Limit a ti on Year exceed* fee Miximusi 
Amend Additions for such Participant for such year. If as a retail of a reasonable error it 
estimating a Participant's compensation, 5 reasonable error in determining fee amount of electivt 
deferrals (within the meaning of section 402(g)(3) of the Code) fear may be made wife respect tr 
any individual under fee limits of section 415 of fee Code, or because of other limited facta am 
circumstance*, fee Annual Additions feat would be credited to a Participant'a Accounts for q 
Limitation Year would nonefeelesa exceed fee Maximum Annual Additions for such Partieipan 
for such year, the excess Annual Additions which, but for feia Section, would have beer 
allocated to such Pa rti c ip ant's Accounts shall be disposed of as follows: 

(1) First, by returning to such Participant hi! After-Tax Contribution! 
adjusted for income or loss allocated thereto; 

(2) Next, any auch excess Annual Additions in the form of B efons-Tar 
Contribution! on behalf of auch Participant feat would not have been considered ir 
det erminin g fee amount of Company Matching Contribution! pumrnml to Section 3-‘ 
»h»’l be distributed to such Participant, adjusted for income or loss allocated thereto; and 

(3) Finafly, any auch excess Annual Additions in fee form of Before 
Tax Contributions on behalf of such Participant feat would have been coniidertd ii . 
determining fee amount of Company Matching Contributions pursuant to Section 3.< • 
shall be distributed to surds Participant, adjusted for income or loss allocated feereto, ara i 
the Company Matching Contributions that would b*ve been allocated lo sue): 
Partieipaat’i Accounts based upon such distributed Before-Tex Contribution! shall, to fee 
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extern such amounts would have otherwise been allocated to such Participant's Account^, 
be treated as « forfeiture. 

(e) For purposes of detcnnining whether the Annual Additions under this FI; 
exceed the limitations herein provided, all defined contribution plans of the Compare are to ' 
treated as one defined contribution plan. In addition, all defined contribution plates of Controll; 
Entities shall he aggregated for this purpose. Fer purposes of this Section only, a "Controll 
Entity” (other than an affiliated serviee group member within the meaning of lection 414(m) 
the Code) shall be determined by application of a more than 50% control standard in lieu of 
80% control standard. If the Annual Addition* credited to a Participant's Accounts for « 
Limitation Year under this Plan plus the additions credited on his behalf under other defir) 
contribution plans required to be sggregstod pursuant to this Paragraph would exceed t 
Maximum Annual Addition* for such Participant for such Limitation Year, the Annual Addjtio 
under this Plan and the additions under such other plana shall be reduced on a pro rata basis a 
allocated, reallocated, or returned in accordance .with applicable plan provisions regard! 
Annual Additions in excess ofMsxbnam Annual Additions. 

(d) In the case of a Participant who also participated in a defined benefit pi 

of the Company or a Controlled Entity (as defined in Paragraph (d) above), the Company shajll 
reduce the Annual Additions credited to the Accounts of such Participant under this Plan 
pursuant to the provisions of Paragraph (b) to the extent necessary to prevent the limitation »M 
forth in section 415(c) of the Code from being exceeded- Notwithstanding the foregoing, me 
provisions of this Paragraph shall apply only if such defined benefit plan does not provide for a 
reduction of benefits thereunder to ensure that the limitation set forth in section 415(c) of trie 
Code is not exceeded- Further, this Paragraph shall not apply for Limitation Year* begiroiMg 
after December 31, 1999. j 

(e) If the limitations set forth in this Section would not otherwise be met for 
any Limitation Year, the Base Psy deferral elections pursuant to Section 3.1 and/or After-Tit 
Contribution election* pursuant to Section 3 -Z of affected Participants may be reduced by the 
Committee on a temporary and prospective basis in such manner as the ConumCse shall 
determine. 
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V. 

Inysstnunt al Accouna 

V.l * Investment of Company Contribution Attaints. 

(a) Subject to Paragraph (b] below, the Company Contribution Accounts of 
the Participants shall be invested primarily in shires of Enron Stock, provided, however, th it 
Company Contribution Accounts far Pattidpants who ate employees 0 f Enron Oil & Gi s 
Company and ita subsidiaries (“EOiG Members"), shall be invested primarily in shares i f 
EO&C Stock. From titno to time, in accordance with procedures established by the Committe i, 
an EOicG Participant may make a new election whether to have hit Company Contribute a 
Accounts invested primarily in shares of Enron Stock or EO&O Stock or in my combination < f 
auch mvatroeats. 

(b) Upon a Parti cipanl's attainment of age fifty, such Participant mi H 
designate, in accordance with the procedures established from time to time by the Conranttce, tt e 
manner in which the amounts allocated to fee Partidpint’s Company Contribution Account n e 
to be invested among the Investment Funds made available from time to time by the Committe! t. 
Such Participant may designate one of am* Investment Funds for all the amounia allocated t a 
the Participant's Company Contribution Account or file Participant may split tha investment < f 
ssch amounts between such Investment Funds in such increments as procedures established b / 
the Committee permit. 

V.17 Investment Options for Participants' Contribution! . Each Participant aha I 
designate, in accordance with the procedures established fr o m time to time by the Committee, lb a 
maimer in which the amounts allocated to his Befcce-Trx Contribution Account and hit Afto * 
Tax Contribution Account shall be invested from among the Investment Funds made availabl : 
from time to time by the Committee. Such Participant may designate cme of aueh Invcctmcr t 
Funds for ail the amounts allocated to such Accounts or he may split the investment of tb > 
amounts alloeaird to such Account! between sach Investment Funds in such increments aa th ! 
Committee may prescribe. A Participant may change hia investment designation for Jiture 
contributions to be allocated to his B efens-Tax CentT ibtition Account and After-Tax Contribution 
Account Any such change shill be made in accordance with the procedurea established by thE 
Committee, and the frequency of such changes may be limited by die Committee as specified in 
the prospectuses relating to the Investment Fund*. A Participant may elect to convert bu 
Investment designation with respect to the amounts already allocated to his Before-Tax 
Conirihurion Account sad After-Tax Contribution Account. Any such conversion shall be made 
in accordance with the procedures established by the Comminee, and the frequency of rath 
conversions may be limited by file Ccrnmittce as specified in the prospectuses relating to thp 
lovettmaatFmds- 
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rate, in accord in;; with the procedures established from time to .time by the Committee, 1 
manner in which the tmousts allocated to hi* Rollover Account shall be invested fom and 
the Investment Funds made available ton time to time by the Committee. S itch Participant m 
designate one of such Investment Funds for ill the amounts allocated to such Account or he s| 
split the investment of the amounts allocated to such Account between aoch Investment Funds 
such increments as the Committee may prescribe. A Participant may elect to convert | 
invesaaent designation with respect to the amounts already allocated to hia Rollover Aecouj 
Any such conversion shill be made in accordance wfth the procedures established by the Cd 
mittee, end the frequency of such conversions may he limited by the Committee as specified 
the prospectuses relating to the Investment Funds. 


Notwithstanding say other prevision hereof it is specifically provided that the Trustee shall lot 
purchase Enron Stock, EO&G Stock or other securities issued by Enron Corp. or Enron 03 4 
Gas Company during any period in which such purchase it, in the opinion of counsel, restricted 
by any law or regulation applicable thereto. During such period, amounts that would othawiee 
be invested in Enron Stock, EO&G Stock cm other securities issued by Enron Corp* or Enron Oil 
& Gas Company pursuant to an investment designation shin be invested in such other asseojis 
the Trustee may in its discretion determine, or the Trustee may hold such amounts unin vested for 
a reasonable period pending die purchase of sneh stock or securities. 
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A ? articipast who taminHes his employment oa or after his Normal Retirement t>*t t or 
after having satisfied the conditions for early recrement benefits under the Enron clip. 
Retirement Plea shall be entitled to a retirement benefit fiom his Accounts, payable at the time 
and in the fibnn provided in Artiele X. Any cataributioa allceahle in a Participant - ! AkwIu 
after hia Benefit Commencemeet Date shell be distributed, if Us benefit was paid in a tump jJa, 
or used to increase his payments, if bss benefit is being paid on a periodic baas, as soon! as 
administratively feasible after the date that aueh contribution is paid to the Trust Fund, 
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vn. 


Disability Benefits 


VIT. 2 D Disability Bmrfiti. In the event a Participant's employment is tenmnsted, arid 
such Ptrtjcipanl is totally and permanently disabled, as determined pursuant to Section 7-2, sudh 
Participant shall be codded to a disability benefit from bis Accounts, payable at the time andin 
the form provided in Article X Any contribution allocable to a Participant's Accounts after his 
Benefit Commencement Date eball be distributed, if his benefit was. paid in a lump sum, or used 
to increase his payments, if his benefit is bring paid on a periodic basis, as soon Is 
administratively feasible after the isle that snch contribution is paid to the Trust F uad 

VHJ1 Total and Permanent Disability Determined The Committee (hall deternuie 
whether a Participant has become totally and perxnansidy disabled and shall so notify sulh 
-Participant within sixty days thereafter. For purpose* of this Article, "total and pcnrumrin 
disability" shall mean that either the Participant has been determined to be eligible to receive 
long term disability benefits under the Enron Corp. Long Term Disability Plan nftcr the first 24 
months of an eligible disability or tisat the Participant has incurred a physical or mental condition 
of the Participant resulting from bodily injury, disease, or mental disorder renderi him i ncap able 
of continuing any gainM occupation and which eoediiion constitutes total disability under the 
federal Social Security Acts. 
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vm. 

Pre-Retire ment Term' rati on Benefits anADeternucarion nfVestf tj Interest 

VHL22 No Benefits Uolm Herein ScfJlsrtb . Except ti set forth in tins Article, 
upon termini ties of employment of a Participant prior to his Normal Retirement Date cr after 
satisfying the conditions for early retirement node the Enron Coip. Retirement Plan for any 
reason other than total and permanent disability (as defined in Section 12) or ' death, such 
Participant shall acquire no right to any benefit from the Plan or the Trust Fund 

VTTL23 Pre-Retirem eat Termination Benefit. Each participant whose 

employment i» terminated prior to hit Nonna! Retirement Date for any reason other t han total 
and permanent disability (is defined in Section 7.2) or death stall be entitled to a termination 
benefit of Ms Vested Intereat in hla Accounts, payable at the time and in the form provided in 
Article X A Participant’s Vested Interest m my contribution allocable to hit Accotmis after Mi 
Benefit Commencement Data Shan be distributed. if hia benefit was paid in a tump anm, or sued 
to increaae his payments, if Ms benefit is being paid on a periodic basia, as soon as 
administratively feasible after the date that such contribution is paid to tie Trust Fund. 

Yin -24 Tictei-mlnatlan of Vested Interest. 

C») A Participant shall hive a 100% Vested Interest in his BeforsTix 
Contribution Account, After-Tax Contribution Account, and Rollover Contribution Account at 
*11 tunes. 

(b) The Vested Interest in his Company Contribution Account of any 
Participant who was an Eligible Employee prior to July 1. 1999 ahaH be 100%. The Vested 
Interest in the Company Contribution Account of an individual who becomes an Eligibl« 
Employee on or after July 1. 1999 shall be D% prior to hia completion of one year of Vcstinj 
Service and 100% upon Ms completion of one year of Vesting Service. 

(e) Paragraph (b) above notwithstanding, I Participant shall have a 10091 
Vested Interest hi his Company Contribution Account (1) upon the attainment at his Norma 
Retirement Date while employed by the Company or a Controlled Entity, (2) upon tbi 
terarination of Mi employment with the Company at a time when he is totally and pennanently 
disabled (as defined in Section 72). (3) upon the death of such Participant while an Employee, a 
(4) upon hia Involuntary Termination. 

(d) Notwithstanding anything contrary in the Plan, if a transaction occur 
which ii not approved, recommended or supported by a majority of the Bond of Directors e ’ 
Enron Coip. in actions taken prior to, snd with respect to, such transaction in which either (I 
Enron Carp, merges or consolidates with any other corporation (other then one of Enron Corp.' 
wholly owned subsidiaries) and is cot the surviving corporation (or survives only as thn 
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subsidiary of another corporation), (ii) Enron Corp- sells all or substantially all of its assets to 
any other person or entity, or (iii) Enron Corp, is dissolved, or if (iv) any third person or entity 
(other than the trustee or committee of arty qualified employee benefit plan of Enron Corp.) 
together with its affiliates and associates shall he. directly or indirectly, the Beneficial Owner of 
at least 3Q"/4 of the Voting Stock of Enron Corp., or (v) the individuals who constitute the 
members of Enron Corp.'s Board of Directors (the "Incumbent Board") cease for any reason to 
constitute at least a majority thereof; provided that any person becoming a director wh( so 
election at nomination for election by Enron Cotp.'a stockholders was approved by t vote of si 
least 80% of the directors comprising the Encumbent Board (rither by a rpeeiiir vote or :>y 
approval of the proxy statement of Enron Corp. in which such person is named as a nominee or 
director, without objection to such nomination) shall be, for purposes of this elauae ( r), 
considered as through such person were a member of the Incumbent Board, then within (a) 10 
days of die approval by the shareholders of Enron Corp. of such merger, consolidation, sale of 
assets or dissolution as described in clause (i), (li) or (id) or (b) 30 days of the occurrence of s« it 
change of Benefioai Ownership or directors as described in clause (iv) or (v) of this Paragra jh 
(d), each Participant ahah acquire a 1 00% Vested Interest in his Company Contribution Accost it. 
For the purpose of this Paragr^th (d), rite following terms shall have the following meanings: 

(1) "Affiliate" is used to indicate a relationship to a specified person and shall meat a 
person Who directly or indirectly through one or more mterroedisriea. controls, jr 
is controlled fay, or is under common control with, such specified person. 

(1) "Associate" is used to indicate a relationship with a specified prrenn and shi II 
mean (I) any corporation, partnership or other organization to which stab 
specified person ia an officer or partner oris, directly or indirectly, the Bnseficj i] 
Owner of 10% or more of any class equity securities, (ii) any m»t or other esta e 
in which such specified person has a substantial beneficial interest or as to whit h 
such specified person serve* as trustee or in a similar fiduciary capacity. (Hi) ar y 
relative or apouac of such specified person, or any relative of auch spouse, wl o 
has the same home as such specified person or who li a director or officer i f 
Enron Corp. or any of its subsidiaries, and (iv) any person who is a director i r 
officer of auch specified person or my of ha parents or subsidiaries (other rhi n 
Enina Corp. or any wholly owned subsidiary of Enron Corp.). 

(3) "Beneficial Owner" ahal! be defined by reference to Rule 13(d)-3 under tl e 
Securities Exchange Act of 1934; provided, however, and without limitation, an { 
individual, corporation, partnership, group, association or other person or eniit / 
which has the right to acquire any Voting Stock at any time in the future, whdiu r 
such right is contingent or absolute, pursuant to any agreement, amsngemau c r 
understanding or upon exerciae of conversion rights, warrants or options, cc 
otherwise, shall be the Beneficial Owner of such Voting Stock 

(4) "Voting Stock” shall mean all outstanding shares of capital itoefc of Enron Corp , 
entitled to vote generally in elections for director*, considered aa one class 
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provided, however, that if Enron Corp, has shares of Voting Stock entitled a 
more cr less than one vote for any such share, each reference to a proportion if 
aharcs of Voting Stock shall be deemed to refer to such proportion of ihe 
entitled to be cast by such shtres. 

VU2.25 Crediting of Ycin'ag Service. 

(a) for the period preceding the Effective Date, subject to the provisions ■ f 

Seen on S3, an individual shall be credited with Vesting Service in m amount equal to all savicL 
credited to him for vesting purposes under the Plan as it existed on the day prior to the Effectives 
Daw. I 

(b) On and after the Effective Date, subject to die remaining Paragraphs rf 
this Section «nd to the provision* of Section 83, in individual shall be credited -with Vesting 
Service in «n amount equal to hia aggregate Periods cf Sendee whether or not such Periods o r 
Service are completed consecutively, 

(c) Paragraph (b) above notwithstanding, if an individual terminal e* hi 
Service (at a time other than dining a leave of abaence) and subsequently resume* hi* Service, i ' 
his Rexrnploymeni Commencement Date ia wiihrn twelve montha of hi* Severance fiom Servlet 
Date, ruch Period of Severance shall be treated as a Period of Service ibr purposes o: 
Paragraph <b) above. 

(d) Paragraph (b) above notwithstanding, if an individual terminates Ka 
Service during a leave of absence and subsequently resumes has Service, if his Reemployment 
Ccmxmmcemerit Dale is within twelve months of the beginning of such leave of abaentc, such 
Period of Severance shall be treated as a Period of Service for purposes of Paragraph (b) above, 

VHL26 Forfeiture of Vettlny Seryfce. 

(a) In the case of a Participant who terminate* employment with the Company 
at a time when he has a Vested Interest of leas than 100% and who then incurs a period of 
Severance of five consecutive years, such Participant’* yean of Vesting Service completed ofttr 
such Period of Severance shall be disregarded for purposes of determining such Participant’* 
Vested Iatestst in any Plan benefit* derived from Company Contributions made on hia behalf 
before each Period of Severance, bus his years of Vesting Service completed before such Period 
of Severance shall not be disregarded in detenrdning his Vested Interest in may Plica benefits 
derived from Company Contributions made on hi* behalf after such Fetiod of Severance, 

(b) A Participant who terminates employment with the Company ft a time 
when he has 1 100% Vested Interest shall not forfeit my of hi* Vesting Service for purposes of 
determining such Participant’s Vested Interest m any Plan benefits derived from Company 
Contributions made cn hi* behalf. 
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(e) In the case of it Participant who terminates employment at a time when lie 
does not have any Vested Interest in his Pta benefit derived from Company Contributions aid 
who then incurs a Period of Severance of five or more years, such Participant’s Period of Servi :e 
Completed before such Period of Severance shall be disregarded in determining his years jf 
Vesting Service. 

VUL27 Forfeitures o f Nnnvestcd Account Balance. 

(e) With respect to a Partidpcnt who terminates employment with tie 
Cempany with a Vested Interest in his Company Contribution Account that is less than 100’ V 
and either is not entitled to a distribution from the Plan or receive! t distribution front the Plan , if 
the balance of his Vested Interest in bis Accounts in the form of a lump sunt distribution by tl a 
close of the second Plan Year following the Plan Yeti in which his employment is terminate t, 
the noBVteted portion of such terminated Partietpsnt’s Company Contribution Account aha 1 
become a forfeiture ac of his Benefit Commencement Date (or as of his dam of tenninarion i f 
employment if no amount is payable tat the Trust Fund on behalf of such Participant with nz i 
Participant being considered to have received i distribution of tern dollars on his date < f 
termination of employment). 

(b) With respect to a Participant who terminates employment with tfa : 
Company with a Vested Interest in hi* Company Contribution Account less than 100% and wh i 
is not otherwise subject to the forfeiture provisions of Paragraph (a) above (or Section *. 1 
below), the nonvested portion of his Company Contribution Account shall be forfeited as of th I 
earlier of (1) the date the Participant completes a Period of Severance of five consecutive yean e ■ 
(2) (he date of the terminated Participant"* death. 

vm.28 Restoration nf Forfeited Attaint Bilincc . In the event that th > 
nonveated portion of a terminated Participant's Company Contribution Account bccomea , 
forfeiture pursuant to Section S-6, the terminated participant shall, upon subietgusn : 
r e e m ployment with the Company prior to incurring a Period of Severance of five coniecufivi 
years, have the forfeited amount restored to such Participant’s Company Contribution Account 
unadjusted by any subsequent gains or leases of the Trust Fund; provided, however, that auel 
restoration shall be made only if such Participant repay* in cash an amount equal to the amotffi 
so distributed to him pursuant to Section 8.6 within five year* from the date the Participant it 
reemployed; provided, further, that such Participant's repayment of amounts distributed m hire 
ftom las Before-Tax Contribution Account and bis After-Tax Contribution Account shall be 
limited to the portion thereof that waa attributable to contributions with respect to which the 
Company made Company Matching Contributions, A reemplo^ed Participant who was not 
entitled to a distribution front the Plan on his date of termination of employment shall be 
considered to have repaid a distribution of zoo dollars oo the date of his r eemp loyment. Any 
such restoration shah be made as soon as practicable after the date of repayment. 
Notwithstanding anything to the ecu buy in fee Plan, forfeited amounts to be restored by the 
Company pursuant to this Section shall be charged against and deducted from forfeitures for the 
Plan Year in which such amounts are re stat e d that would otherwise be available to be applied 
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pursuant to Section 4-3. If such furfeitmes otherwise available are not sufficient to provide such 
restoration, the portion of such restoration net provided by forfeitures shall be provided by aft 
additional Company conaihution. j 

vmis Special Fonttrfa fer B rtt rminl pg-lcat cj In lertat for Partis! arenenr. 
With respect so a Participant whose Vested Interest in his Company Contribution Account is |ejs 
than 100% and who mattes a withdrawal from or receives a termination distribution from ida 
Company Contribution Account other than a lump torn distribution by the eleae of the jkwI 
Plan Year following the Plan Year in which M* employment ia terminated, any ammslt 
remaining in his Company Contribution Account ahaii continue to be maintainesd as a separate 
account. Ac any relevant time, such Participant's nonforfeitable portion of his separate acccii 
ahall be determineti in accordance with the allowing formula: 


X"?fAM + (XxDJ)-QtxD) 

For purposes of applying the formulas X ia the nonforfeitable portion of such aeparate account it 
the relevant time; P is the Participint'* Vestel Interest in his Company Contribution Aceeqnt it 
the relevant time; AB ia the balance ot auefa separate account at the relevant time; A ia the ratio t}f 
the balance of such separate account at &e televant time to the balance of sneh separate account 
atier the withdrawal or distribution; and 2> i> the amount of the withdrawal or diRribation. For 
ail other purposes of the Plan, a Participant's separate account shall he treated as a Coatpat»- 
Contribution Account, Upon hi* incurring a Period of Severance of five consecutive yceja, flic 
forfeitable portion of a Psrtiopant’s separate scemmi and Company Contribution Account shall 
be forfeited as of the end of the Plan Year during which the Participant completes mch Period of 
Severance if cot forfeited earlier pursuant to the previsions of Section S.fi. 
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DC 


Death Benefits 

1X30 Bento Benefits . Upon tie death of * Participant while «n Employee, 
Psrticipwt'a designated beneficiary shall be catided to a death heneSt fton his AcCO! 
payable at the fans and in toe form provided in Article X. Any contribution allocable to 
Participant'* Accounts after his Benefit Commencement Date shall be distributed, if the d< 
benefit was paid in a lump sum, or used to increase payments, if the death benefit is being pi 
on a periodic basis, as soon as administratively feasible after the date that euch contribution 
paid to the Trust Fund. 

1X31 DalgnatiaB nf Bwtfitiaria- 

(*) Each Participant shall have the right to designate the beneficiary 
beneficiaries to receive payment of his benefit in the event of his death. Each such designation 
shall he made by executing the beneficiary designation form prescribed by the Committee and 
filing such forat with the Committee. Any such designation may be changed at any tone by atilh 
Participant by execution and filing of a new designation in accordance with this Section. 
Notwithstanding the foregoing, if a Participant wbo ia married on the data of his death hLi 
designated an individual or entity other than bis surviving apouac as his beneficiary, uricr 
designation shall not be effective unices (1) soeh surviving spouse has consented thereto jin 
writing and such conaeai (A) acknowledge* the effect of aueh specific designation, (B) eitHer 
consents to the specific designated beneficiary (which designation may net subsequently 
changed by the Participant without spousal consent) or expressly permits such designation by t to 
Participant without the requirement of further consent by such spouse, and (C) is witnessed to 
Plan representative (other than the Participant) or a notary public or (2) the consent of si to 
spouse cannot be obtained because such spouse cannot be located or because of other 
circumstances described by applicable Treasury regulations. Any auch consent by sc to 
surviving spouse shall be irrevocable. 

(b) If no beneficiary designa ti on ia on file with the Committee at the time|of 
the death of the Participant or if such designation is not effective for any reason as determined by 
toe Committee, the designated beneficiary or beneficiaries to receive such death benefit shall 
as follows: 


(1) If a Participant leave* a surviving spouse, bis dcaignatd 
beneficiary shall be such aurviving spouse; and 

(2) If t Parti trip sal leaves no surviving ipotiae, las design* cd 
beneficiary shall be (a) such Participant’ I executor or administrator or (B) his heirs at j iw 
if there is no adminiitralion of such Participant’ I eatate. 
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(c) Notwithstanding the preceding provisions of this Section and to the octroi 
not prohibited by state or federal law, if a Participant is divorced from his tpouse »sd u the ti tic 
of his death is not remarried to the person from whom la was divorced, any designation of n ch 
divorced spouse as bis beneficiary under the Plan filed prior to the divorce aiall be null gad vi .Id 
unless the contrary is expressly stated is writing filed with the Committee by the Pirtidpu i 
The interest of such divorced spouse failing hereunder shall vest in the persons specified in 
Paragraph (b) above as if such divorced spouse did not survive the Panicjpmu. 

(d) Paragraph* (a) and fb) above to the contrary notwithstanding, ii a 
Participant who has elected to receive his Plan benefit in the form of a nonnansferable gann . 
contract pursuant to Section 1 0.2(h) dies prior to ids Benefit Commencement Date rod leave 
surviving spouae, such Participant 1 ! benefieUry shall bo each surviving spouse as to 50% of he 
•mounts credited to his Accounts and any designation of any other person or entity by tdeh 
Participant as his beneficiary with respect w such amounts shall be null and void. 
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X. 

Time and-Torm o /.lEa.lcmgiil o f.B enefitt 


X32 


(a) Subject to the provisions of foe remaining Paragraphs of this Section, . 
Participant's Benefit ComnjenccroeDt Date shall he the date thal is at soon as administrative!; 1 
feasible after the date the Participant or his beneficiary becomes entitled to a benefit pursuant ti > 
Article VI, VII, VEO, or EX. 

Cb) Unless a Participial 0) baa attained age sixty-five or died or (2) consent s 
to e distribution pursuant to Paragraph (a) within the ninety-day period ending on the dat : 
payment of hia benefit hereunder is to commence pursuant to Paragraph (a), Ms Bosef t 
Cmumencetneut Date shall be deferred to the date which ia a* soon as administratively feay fol * 
after the earlier of the date the Parddpant a tt a ins age suoy-five or the Participant's date of deafi , 
or such earlier date es the Participant may elect by written node* to the Committee prior to sue t 
date. The Committee shall furnish information p ert in ent to his consent to each Participant n > 
less than thirty days (unless such thirty-day period is waived by an affirmative election i v 
accordance with applicable Treasury regulations) end no more then ninety day* before hit 
Benefit Commencement Date, end the furnished information aball include a general desermtio r 
of the material features ofj and an explanation of the relative values of the alternative forms c f 
benefit available under the Plan and must reform the Participant of his right to defer hia Bcnef t 
Commencement Date and of Ms Direct Rollover rigid pursuant to Section ] 0.5 below, f 
applicable 


(e) A Participant'B Benefit Commencement Dale shall in no event be later 
than foe sixtieth day following the close of the Plan Year during which suds Participant attain!, 
or would have attained, his Normal Retirement Date or. if later, terminatea his employment wife 
the Company or a Controlled Entity, | 

(d) A Participant'* Benefit C omm encement Date shall be in compliance wife 
fee provisions of aection 401(sX9) »f fee Code sad applicable Treasury regulation* themmdlr 
and shall in no event be later foam ] 


(1) For Participants attaining age aeventy and one-half before January 
1, 1999, April 1 of the calendar year following the calendar year in which sum 
Participant attains the age of aeventy and one-half unless the Participant affirmatively 
elects to defer his Benefit Commencement Data to any later date penmttad under 
Section 4Cl(aX9) of fee Code provided that such election shall be svailable only whf 
fee Participant remains actively employed with fee Company, 
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(2) For PrrricipsuU attaining »g* seventy and one-half a&fc 
December 31, 199S, April l of tile eater, dar year following the later of the calendar year 
in which such Participant iRaias the age of seventy and cne-haif unless the Farticipajjt 
affirmatively eiests to defer his Benefit Commencement Date to any later date petmitti 
under Section 401{»XS) of the Cede provided that such election shall be available oalV 
while the Participant remains actively employed with the Company end shall not no 
available to any Participant who i» » “five percent owner” (as defined in Section 416 if 
the Code) with respect to the Plan Year ending in the calendar year in which sut|ti 
Participant attains the age of seventy and one-half; and 


03 In the case of a benefit payable pursuant to Article IX (A) 
payable to other than the Psrtidpant’s spouse, the last day of the one-year perirji 
following the death of such Participant or (B) if payable to the Participant’s (pause, aft] 
the date upon which such Pirtiejpml would have attained the age of aeveaty and on] 
half unless such surviving speuso dies before payments eonijnatcc^ in which case 
Benefit Commencement Date may tart be deferred beyond the last day of the one-; 
period following the death of such surviving ipemse. 


i 


the 

•year 


The provisions of this Section notwithstanding, » Participant may not elect to defer toe receipt if 
his benefit hereunder to the extent that sods deferral aretes a death benefit that is more thin 
incidental within the meaning of section 401 (i)C 5XG) of the Code and applicable Treasujy 
rcgulstions thereunder. 


(e) If (A) » Participant attained age seventy and one-half hut did not tc nninira 

employment with the Company prior to 1997, (B) such Participant's Benefit Conuncncemenl 
Date occurred prior to his termination of employment pursuant to the provision* of Para graph, (j 
as in affect prior to the Effective Date, (C) such Participant is an Employee and (D) 
Participant was not a “five-percent owner" (as defined in section 41 6 of the Code) with respect 
file Plan Year ending in foe calendar year in which snch Participant attorned the *ge of 
and one -half such Participant may affirmatively elect to erase the distribution of bis Aoeotctj! 
hereunder until the time described in Paragraph (dX2) above. 


it 

t such 

its 


(0 Subject to the provisions of Paragraph (d), ■ Fntfcrpara'i Benefit 
Commencement Dale shall Dot occur unless the Article VI, VH. VIII, or IX event entitling the 
Partiopant (or Hi beneficiary) to a benefit constitutes a distributable event described in soctii: 
4C!(kX2}(B) of the Code and shall not occur while the Participant is employed by the Company 
or any Controlled Entity (irrespective of whether the Participant bas become entitled to| 
distribution ofhii benefit pursuant to Article VI, VH VHh or K). 

(g) Paragraphs (a), (b) snd (e) above notwithstanding, ha subject to ike 
provisions of Paragraph (i) shove, a Participant and the beneficiary of a Participant who dies 
prior to his Benefit Commencement Date, other than a Participant whose Vested Interest in ftil 
Accounts is not in excess of SS, 000, must file a eiatra fer benefits in the manlier prescribed by 
the Committee before payment of tea benefits will continence. 
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(h) Benefits shall be paid {or tanaferied pursuant tn Section 10.5) in eish 
except that a Participant (or his designated beneficiary or legal representative in the case o ’ a 
deceased Participant) may elect to have the portion of his Accounts invested in Enron Stock or 
EO&G Stock paid (or transferred pursuant to Section 10.5) in fiill shares of Enraa Stock or 
EO&G Stock with any balance (including fractional shares of Enron Stock) to he paid or 
transferred in cash- Conversions of Enron Stock or EC&G Stock to cash and cash to Eicon 
Stock or EO&G Stack shall be based open the value of Enron Stock as applicable on he 
Participant’* Benefit Commencement Date. 

XJ3 Alrerasrive Torres of Benefit for Pnrtidaants. 

(a) Subject to the' provisions of Paragraph (b) below, the benefit of my 
Participant shall be paid in »lu®p sum, 

(b) In addition and as an elective alternative to the normal benefit paym ml 
form pursuant to Paragraph (a) above, a Participant who Is entitled to a distribution ftom the P an 
pursuant to Article VX, VH or VJH may elect to receive auch distribution m the form o ■ a 
commercial annuity contract providing payments for the Bib of the Participant if he i* . int 
married or a joint and survivor annuity providing payments for hit life and a fifty pure mt 
surviving spouse annuity for the life of hia surviving spouse if he is . married. In lieu of he 
foregoing comtal forms cf annuity contract payments for his umuiiy under thia Paragraph (b; , a 
Participant may elect a commercial annuity e mutac t providing alteroare forma of armnity p ty- 
ments. The terns af any commensal annuity contract distributed to a Participant «h«n pnrv de 
that payments under such annuity Will commence immediately, subject to the Participant 1 ! rig us 
to defer commencement of payments in seeordance with applicable provision* of the Pirn. 1 he 
procedure for a Fartidpam to elect the commercial annuity contract form of distribution wQl be 
to deliver to the Committee a written notice of hia interest in an annuity form of distributic a. 
Said written notification must be received by the Committee not later than the dates specif ed 
below: 

(1) In the case of retirement, death, termination of employment or 
determination of tnlai and permanent disability of the Participant, which occurs dor ng 
foe feat 10 daya of any [month], fee written notification of interest in an anus ity 
distribution form must be received by fee Committee by fee end of that [m onth ] 

(2) In fee ease of retirem ent, death, termination of employment or 
determination of total and permanent drslbflity of the Participant, which occure after he. 
1 0th day of any month, fee written notification of interest in tn annuity distribution fo -m 
must bo received by the Committee by tire end of the following month. 

Upon receipt of such notice, tha Committee will give the Participant a written explanation in 
noa-techiriatl language of: (i) the terms and conditions ef the annuity contract distribution fo m 
in general and of fee normal annuity contract form of payment of the qualified joint and fifty pfcr- 
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cot surviving spouse form of annuity or, as applicable, the single life form of annuity, (ii) foi 
Participant's light to make, and to revoke, an election waiving the joint and fifty percent 
surviving spouse form of annuity or, as applicable, single life form of inanity, (iii) foe finansia 1 ! 
effect upon his benefit (in terms of dollars per benefit payment) of his making or revoking sji 
election to waive the qualified, joint and fifty percent surviving spouse form of annuity, or, sk 
applicable, single life form of annuity, (iv) the rights of his spouse with respect to bis election s 
and (v) sufficient additional infotmition to explain the relative values of alternative forms < f 
payment under the annuity contract distribution option. Use Committee will cither mail < r 
personally deliver the written explanation to the Participant by such time as to reasonably assai e 
that it win be received on ox about tbs later oft 

(1) No more than ninety days price to his entry 'date into foe aunudy 
contract; and 

(2) No lees than thirty days prior to hii entry ri»re jmo ^ y 
contract. 


If an additional written explanation is due because of foe Participant's written req ues t fc 
additional inibnnatioc, such explanation may he personally delivered or mailed (East 
class, postage prepaid) within thirty days from the dale , of foe Participant 1 ! emtla 
request The period within which foe Participant most make bis election ahall bo foe 
ninety-day parsed ending on his annuity starting dee (is such term is defined in Treasury 
Regulation § 1.401(a>Il(bX®))- "The Partidpanl may revoke any election made (or mate 
n new election) ai my time during such election period. If, during inch election period, 
the Participant makes a written request to foe Cottmrinec for sdditional reform afire?, A* 
election period will be extended to foe extent necessary, to include the ninety calendar 
days immediately following the furnishing of all foe additional information tn hire Orice 
an insurance company has issued the form of annuity contract elected, the election paid 
shall cease and the Futidpanfs annuity election shall be irrevocable. If a married Pe 
pant whose benefits, in foe absence of an ejection otherwise, would be paid in I 
and fifty percent surviving epouae form of annuity elects a different annuity form, "i 
election const be in foe fora of a qualified election. A qualified election (a a benefit t 
Ixm accompanied by a written waiver of the joint and fifty percent surviving spouse i 
of annuity which waiver along with, where applicable, the designation of i specific 1 
fietny other then foe spouse and bis specific form of benefit is consented to by hi s i 
in a writing which is witneaaed by a representative of the Plan, or a notary public, i 
acknowledges foe effect of the election and which may not be changed w 
consent of the Partictpant'l spouse.' Upon receipt of the executed forms who 
Participant elects the annuity contract distribution form and foe type of annuity he de 
to receive, hil Accounts shall be convened into cash snd used to purchase a commit 
annuity contract providing foe annuity forth of payment selected by foe Participant. 
Partiapant who is married and who his elected sn inanity contract form of disnib 
pursuant to subitem (e) above (regardless of foe form of payment he elected under i 
eomraet) dies prior to foe purchase of such contract, 50% of his Accounts $h 
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distributed to his surviving spouse (and arty beneficiary designation or other election ta 
tie contrary shall be null sad void) in the form of. an annuity contract providing » singtd 
life annuity for the life of such spouse unless such spouse elects a lump sum payment. If 
1 Participant who is married has elected aa annuity contract form of distribution pursuant 
to this Paragraph (b) (regard! ess of the form of payment be elected under such contract) 
any withdrawals from or leans made from bis Accounts prior to the purchase of sues 
contract shall be subject to the election and spousal consent rules described above in the 
same manner as the ParticspsnfS elections to take an annuity form cf payment other that} 
the joint and fifty percent surviving spetrae annuity, | 

(eO Notwithstanding any provision of the Plan to the contrary that would 
Otherwise limit a Distributee's election under thil Paragraph, a Distributee may elect, at the tijnl 
and in the manner prescribed by the Committee, to have any portion of an Eligible Rollovw 
Distributicn (other than any portion attributable to the oHse! of an outstanding loan balance of 
such Participant pursuant to the Plan's loan procedure) paid directly to an Eligible Retirement 
Plan, specified by the Distributes in a Dirtet Rollover. The provisions of this Paragraph than 
apply only if the Participant's Eligible Rollover Distribution ia S200 or more or, if less than 
10054 of the Participant's Eligible Rollover Distribution is to be a Dime! Rollover, the Driedt 
Rollover is $500 or more. Prior to any Direct Rollover pursuant ta this Paragraph, fli 
Distributee shall furnish the Committee with a statement that the plan, account or annuity tfa 
which the benefit ia to be transferred is, or is Intended to be, an Eligiblo Retirement Plan. 

(do Benefits shall be paid or transferred in cash except (A) the portion ofk 
participant's Accounts which is in ves ted in Enron Stock shall be distributed in full shares of 
Enron Corp. common stock (with any balance of such portion to be paid or transferred in cash) 
and the portion of a Participant's Accounts which is invested in EOdcQ Slock shall be distributed 
or transferred in full shares EO&G Slock (with any balance of such portion to be paid or 
transferred ia cash) «a elected by a Parti rip set and (B) any Participant who electa an annuity 
form of distribution shall have such distribution effected by the purchase ind distribution to hijn 
of a commercial annuity contract. i 

(tO If a P irticipant, who terminated his employment under circumstancrt suih 
that he was entitled to a benefit pursuant to Article VI, VH. or Vffl. dies prior to the time that iriy 
foods from his Accounts have beat paid, or irrevocably eranntined to be paid, to provide] a 
benefit pursuant to this Section, the amount of (he benefit to which he was entitled shall be pod 
pursuant to Section 103 just as if such Parti tap ant had died while employed by the Compsdy 
except that his Vested Interest shall be determined pursuant to Article VI, VII, or VIH. whichever 
is applicable. 

X34 Alfrmattvr Fnrrria of Death Benefit. For purposes of Article DC, tile dtafh 
benefit for a deceased Participant shall be paid to his beneficiary designated in accordance with 
the provisions of Section 5.2 in a lump sura subject to the provisions of Paragraph (d) of 
Section 9 1. 
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X35 rarh-Out of Benefit . if » Participeat terminates his employment and ids Vested 
Interest in Sis Accounts is not in excess of Si, 000, such Participant's benefit shall be paid in one 
lianp sum payment in Eea of »ny ether form of benefit heron provided Any such payment stall 
be made at the time specified is Section 10.1(a) without regard to the consent restrictions of 
Section 10.1(b) tad the election and spousal consent requireuiHtta of Paragraph (b) of 
Section 1012, inapplicable, The provisions of this Section shall not be applicable to a Participant 
following his Benefit Commencement Date, 

X3S Blrsrt , BultoTtr. JStoafca- Norwittatawfiiig any provision of the Plan to the 
contrary tbs* would otherwise lima c Distributee's deep an under thie It action, * DiiuTa-atec nuy 
eleet, at the time end in the manner prescribed by the Committee, to have «B or any portion of an 
Eligible Rollover Distribution (other thsts any portion attributable to the offset of an outstanding 
tea balance of such Participant jmraant to the Plan’s loan procedure) paid directly to an 
Eligible Retirement Plan specified by the Distributee in a Direct Raltevee. The preceding 
eeatenee notwithstanding, a Distributee may elect a Direct Rollover pursuant to this Section only 
if such Distributee's Eligible Rollover Distributions during the Plan Year are reasonably 
expected to total 1200 ctr more. Furthermore,, if less than 100% of the Participant's Eligible 
Rollover Distribution is to be a Direct Rollover, the amount of the Direct Rollover must be S50C 
ot more. Prior to any Direct Rollover pursuant to this Section, the Committee may require the 
Distributee to foroish the Committee wilh a statement from the plan, aceonsjt, ar annuiSv to 
which the benefit is to be transferred Verifying that rush plan, account, or annuity is, or u 
intended to be, an Eligible Retirement Plan. 

X37 Benefits fro m Aceonat Biliactt. With reaped to any benefit payable « any 
form pursuant to the Plan, such benefit shall be provided front the Account balances) to whati 
the particular Participant or beneficiary is entitled. 

X-3S Commercial Annuities . At the direction of the Committee, the Trustee may pay 
arty form of benefit provided hereunder ether titan a lump sum payment or a Direct Rollover 
pursuant to Section 10J by the purchase of a commercial annuity contract and the distribution ei 
such contract to tire Participant or beneficiary. Thereupon, the Pita ahall have no further liabibt) 
with respert to the amount used to purchase the annuity contract and such Pamoptm or 
beneficiary shall look tolely to the company issuing, aueh contract for such annuity payments. 
All certificates for eorumereial annuity benefit* shall be nontranafbabte. except for surrender tt 
the issuing company, and no benefit thereunder may be aold, aaaigned, disco tinted, or pledgee 
(athe than as collateral for a loan from the company issuing same). Notwithstanding th« 
foregoing the toms of any inch. cranio ends] atmtdry contract shall conform with the time o: : 
payment, form of payment, and toman provisions of Sections 10.1, 10.2, and 10,3. 

XJ9 Unclaimed Benefits. In the case of » benefit payable on behalf of a Participant, i 
the Committee il unable to locate tire Participant or beneficiary to whom such benefit is payable 
upon the Committee’s determination thereof, such benefit shall be forfeited. htetwittatandinj 
the foregoing, if subsequent to any such ferfeinae the Participant or beneficiary to whom sue! 
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benefit is payable makes a valid claim for such benefit, such forfeited benefit shall be restored ' o 
the Plan itl the manner provided in Section 8.7 . 


X.40 


(*Q In any ease bn Which a claim for Plan benefits of a Participant Ar 
beneficiary is denied or modified, the Committee shill furnish written notice to the cbdraalt 
within ninety days after receipt of such elsim for plan benefits (or within 180 days if additional 
information requested by the Committee necessitates an extension of the rnnety-day pitied arid 
the claimant is informed of such ex ten si o n in writing within the original ninety .day periods, 
which notice shall: j 

(1 State foe specific reason or masons for the denial or modification; 

(2 Provide specific reference to penhmtt Plan provisions on whir i 
the denial or modification is based; 

(3 Provide a description of any additional material or infnrmeic i 
necessary for the Participant, his beneficiary, or representative to perfect foe claim and ■ » 
explanation of why such material or information is necessary; end 

(4 Explain the Plan’s claim review procedure described i i 
P era graph (b) below. 

(M &t the event a elsim for Plan benefits is denied or modified^ if * : 
Pirricipant, bis bcaefidsry, or a representative af each Participant or beneficiary desire* to hav i 
such denial or tnodifiearion reviewed, he must, within sixty days following receipt of the none : 
of such denial or modification, submit a written request for review by the Committee ofita initia i 
decision. In connection with such request, the Participant, his beneficiary, or the representative 
of such Participant or beneficiary may review any pertmenl documents- upon which rah denial 
or modification was based and may submit issues sad comments in writing. Within tixrydayl 
following inch request foe review the Committee shall, after providing a full and fiur review^ 
render its final decision in writing to the P aro cipaat, his beneficiary or the representative of aucR 
Participant or beneficiary stating specific rtatona for such decision and snaking ipodfil 
references to pertinent Plan provisions upon which the decision is baaed. If spatial 
circumstances require sn extension of such sixty-day period, the Committee’s decision shall b« 
rendered as soon as possible, but not later than 120 days after receipt of the request for review. If 
an extension of time for review i« required, written notice of the extension shall be fiirmhed ta 
the Participant, beneficiary, or the representative of iuch Participant or baiefracry prior to fed 
comraenramenr of the extension period. 


X-7 


DOL00040 



253 


XL 

Tn-Scrvicc Withdrawals 


(a) A Participant may withdraw from his After-Tax Contribution Acccuntiany 
amount nee in excess of the then vjhie of such Account. i 

{hj A Pifndpac! nay withdraw front Us Company Contribution Account pny 
or all amounts hold ic such. Account whidi are attributable to contributions allocated thereto prior 
to 1987. 

(c) A Participant who has contributed After-Tax Contributions or had Before- 
Tax Contributions made on bia behalf to the Han for at least sixty cumulative monxha rpay 
withdraw from hia Company Contribution Aecosal an amount not exceeding Ids Vested Interest 
in the then value of the portion of such Account which i* ataibn&Me to contributions made thereto 
prior to 1987. 

(d) A Particjpars nay withdraw from bis Relieve- Account any or all amount* 
held in sech Account 

(e) A Participant who has attained age fifty-nine and one-half may withdraw 

from hi* Before-Tax Contribution Account an amount not exceeding the then value of «nH« 
Account. } 

(1) Any withdrawal pureuant to thij Section shall be msulcaa of the last bvlaineba 

day of a week by complying with procedures established by the Committee. In applying fcrl a 
withdrawal pursuant to this Section, a Participant shall specify the dollar amount he wishes to 
withdraw. A Pamripant'i withdrawal shall be distributed by liquidating ths distributable amosni* 
in hi* Accounts in the following order; first, file distributable amount pursuant to Paragraph (d) 
above; *eeoDd, tho djatribuable amount p ur s uant to Paragraph (b) above; third, the distributahfc 
amount pursuant tn Paragraph (c) above; Snath, the distributable amount pursuant to Paragraph (j) 
above; and last, the distributable amount pursuant to Paragraph (e) above. Notwithstanding flip 
provisions of this Section, only one withdrawal pursuant to the Paragraphs above may be jjt 
any calendar quarto-. No withdraws! shall be made front an Account to the extent such Account htt^ 
been pledged tn secure a loan under Article XU. If Participaat’l Account from which a withdraw^ 
is made is invested in more flam one Investment Fund, the withdrawal shall be made pro rata fronj 
each Investmeit Fund m whtdb such Account is inverted. All withdrawal* under this Section -b.ij 
bo paid in cash exeept that file portion Of sPjrtidpaat’s Account* which is tn be withdrawn which 
is invested tn Enron Stock shall be paid in full shares of Enron Stock (with any balance of such 
portion to be paid in cash) and the portion of a Participant's Accounts which is to be withdraw^ 
which is invested in EO&G Stack shall be paid in foil ihsrsi of BO*G Stock (with any balance ot^ 
such portion xo be paid in cash), in either ease unless tho Participant haa elected in writing that JuS 
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EOcfeG Stock shall be paid in full shares of EO&G Stock (with any balance of such portion to cc 
paid in cash), in cither case unless the Participant has elected in writing that such portion be pid 
in cash- Any withdrawal hereunder shall be subject to the benefit transfer election describedjm 
Section 10.5. 


XI .2 


A participant who his a financial hardship, as determined by the Committee, ahd 
who lias made all available withdrawals pursuant to Section 11.1 and pursuant to the provisions 
of any other plans of the Company and any Controlled Entities of which he is a member and wbi 
has obtained all available loans pursuant to Article XU and pursuant to the provistons D f 
other plana of the Company and any Controlled En t ities of which he ii a member may withdr^ 
froci his Before-Tax Contribution Account an amount not to exceed the amount determined 
the Committee as being available fisr withdrawal pursuant to thia Paragraph. For purpoaea of 
Paragraph, Bnanciil hardship shall mean the immediate and heavy financial of 
Participant A withdrawal based upon financial hardship pursuant to this Paragraph shall 
exceed the amount required to meet the irumedin* financial need creased by the hardship and 
reasonably available from other mooreea of the PartidpaiU- The amount requited to meet 
immediate financial need may include any amounts necessary to pay any federal, state, or 
income taxes or penalties reasonably anticipated to result from the distribution, 
determination of the existence of a Participant's finan ci al hardship and the amount required » 
distributed to meet the need created by the hardship shall be made by the Committee. I 
decision of the Committee that! be fi n al ini binding, provided that all Participants abaDa^l; 
limited shall be treated in a uniform and nandiscriminarory manner. A withdrawal shall 
deemed to be made on account of an immediate and heavy financial need of a Participant if 
withdrawal is for; 


z 
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(1 Expense* for medical care described in section 213(d) of the Dqic 
previously incurred by the Participant, the Participant's spouse, or any dependents oft 
Participant (as defined ia section 152 of the Code) or necessary for those perilous] to 
obtain medical care described in section 213(d) of the Code and not reinbnrscd |or 
reimbursable by insurance; 

(2 Costs directly related to the purchase of a principal residence of ijte 

Participant (excluding mortgage payments); 

(3 Payment of tuition and related educational fees, and room ajrd 
beard expenses, for the text twelve month* of post-secondary education for the 
Participant or tire Participant'! spouse, children, or dependents (sj defined in section lf2 
of the Code); 

(4 Payments necessary to prevent the eviction of the Participant from 
his principal residence or foreclosure on the mortgage of the Participant's princijjal 
rwddettee; cr 
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(5 Such other finsaeis.1 needs that the Commissioner of Istemk 

Revenue may deem to be immediate and heavy financial needs through the publication!} 

rever.u e rulings, nonces, and other documents of general applicability. 

The above notwithstanding, withdrawals under this Paragraph from a Participant's Before-Tax 
Contribution Account shall be limited to the sum of the Participant’s Before -Tlx Contributions 
to the Plan, plus income allocable thereto and credited to the Participant’s Befere-Tict 
Contribution Account as of December 31, 138!, less any previous withdrawals of such amounts. 
A Participant who makes a withdrawal Sons his Before-Tax Account trader this Paragraph rosy 
not mike elective contributions or employee contributions to the Plan or any other quilifiedU- 
nompsaliSed plan of the Company or any Controlled Entity far' a period of twelve man£a 
following tisc date of such withdrawal Further, such. Participant may not make elective 
contribution* under the PUn or any other plan maintained by foe Company or any Centre lid 
Entity for such Fartitipaat’s taxable year immediately following the tenable year of me 
withdrawal in excess of foe applicable limit set for* in Section 3.1(d) for such next taxable year 
Jess foe amount of such Participant’s elective contributions for the taxable year of foe 
withdrawal. | 

XL3 Restriction on In-Service •Withdrawals . All withdrawals under tins Article shut 
be paid in cash. This Article shall not be applicable to a participant following tenninatianjof 
employment end the amount* in such Participant’s Accounts shall be distributable only 
accordance with the provisions of Article X A Participant may not prior to tcmanaticta 
employment or retirement withdraw any portion of his Accounts which is attributable 
contributions which are based upon Base Pay earned by inch participant for services rendered 
foe United Kingdom under circumstances pursuant to which such Base Fay would be subject 
taxation under the Inland Revenue laws of the United Kingdom; provided, however, that 
foregoing limitatioa shall be applicable only with respect to co n trib uti ons made by or for 
benefit of such Participant to the Flan fan and after May 7, 1992. 
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XU. 

Loans 

xn.1 Eligibility for Lean . Upon application by (l) any Particjpant wbo is as 
Employee or (2) any Participant (A) who is a party-in-interest is that term is defined in sectim i 
3(14) of the Act, as to the Plan, (B) wbo is no longer employed by the Company, who is . 
beneficiary of a deceased Participant, or who is an alternate payee under a qualified domesti 
relations order, as defined in section 41*{p)(S) of the Code, and (C) who retains an Attowt 
balance under tbe Plan (an individual who is eligible to apply for a loan under this Article brin, ; 
hereinafter r efe rr ed to as a “Participant" for purpoaea of this Article), the Committee may in it ' 
discretion direct the Trustee to make a loan to such Participant. Such loans shall be mad : 
pursuant to the. provinces of the Committee's written loan procedure, which procedure it harefe 
incotpotaied by reference as a part of the Plan. Notwithstanding the foregoing, a Participant mr • 
not prior to termination of employment cr r etirem ent borrow any portion of his Account* wind . 
is attributable to contributions which art based upon Base Pay earned by saeh Partitapani fo - 
services rendered to he United Kingdom nnder circumstances pursuant to which such Base Pa] • 
would be tubjeetto taxation under the Inland Revenue lawt of tits United Kingdom. 

XII 32 Marimum loan . 

A loan to a Participant may not exceed 50% of the thro value of such Participant’! 
Vested Interest in his Accounts. 

Xtu Restrictions . Airy loan application shall be subject to die time of paymen 
requirements of Section 10,1 snd to the election and spousal consent requirements o ' 
Paragraph (b) of Section 1 3.2 respecting repayment from the pledged Accounts of the Partitipm 
Upon default of the loan if at the time of the Jess, the Participant has in effect an election Jot b 
annuity distribution pursuant to Paragraph (b) of Section 10.2 and has not elected with t 
qualified election not to receive a joint and 50% surviving spouse snnuity form of annuity. Sue! 
requirement! shall he contained in the loan application and mutt be made and obtained within the 
ninety-day period prior to uniting the loan. 
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xm. 


Administration oithe Plan 


Xm.l Appointment of Committee. _ The general administration of the Plait shall bp 
vested in the Committee which shell be appointed by Enron Carp, and shall consist of one c r 
mart persons. Any individual, whether or not an Employee, is eligible to become a member c f 
the Committee. Each member of the Committee toll, before entering upon the performance ( f 
hi* duties, quality by signing a cemaent to serve as a member of the Committee mrd»x an 1 
pursuant to the Pits tad by filing such consent with the records of the Committee. Far purports 
of the Act, the Committee ahall be the Plan “administrator” and shall be the “named fiduciary " 
with respect to to general administration of to Plan (except sa to the investment of the assets if 
the Trust Fund). 

XTTT.tt Term. Vacancies. Resignation, and. Removal. Each member of the Catnrmttl e 
ahall serve until he resigns, dies, or is removed by Enron Corp.. At any time during his teem if 
office, a member of to Committee may resign by giving written notiee to Enron Corp. and d c 
Committee, such resignation to become effective upon the appointment of a substitute ntemb rr 
Of, if earlier, to lapse of thirty days afier auch notice is given u herein provided. At any tin e 
during his term of office, and for any reason, a number of the Committee may bo removed 1 y 
Enron Corp. with ctr without cause, and Enron Corp, may in their discretion fill any vacancy tl it 
may reault therefrom. Any member of to Committee who is an Employee dial] automatical y 
cease to be a member of to Committee as of to date he ceases to be employed by Enron Ox 3 . 
or a Controlled Entity ofEnron Corp. 

XTCL3 flfflma. BtmHfaa tad tnaaafanaa. The Committee may select officers a d 
may appoint a secretary who need not be a member of to Committee. The Committee sh 11 
keep ap p r opri ate records of its proceedings and the administration of the Plan and toll m* re 
available for examination during business hoars to any Participant or beneficiary such records is 
pertain to that individual’s interest in the Flan. The Committee shall designate to person w 
persona who shall be authorized to sign for the Committee and, upon inch designation, t us 
signature of such person or persons shall bind to Committee. 

XHL4 Meetings . The Committee shall hold meetings upon such notice tni at inch tit te 
and place is it may finra time to time determine. Notice to a member toll not he required if 
waived in writing by tor member. A majority of the members of the Committee duly appoint id 
shall constitute a quorum for to transaction of business. All resolutions or other action* iak at 
by to Committee at any meeting where a quorum is present ahall be by vote of a majority of 
thoae present at such meeting and entitled to vote. Resolution! may be adopted or other aeti m 
taken without s meeting upon .written consent signed by an of to members of the Committee. 

XHl-f Srif-lntrrert of Members. No member of to Committee shall have any right to 
vote or decide upon any matter relating solely to himself under to Plan or to vote in any carol in 
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•which his individual right to claim any benefit under the Plan is particularly involved In ac , 
taje in which a Committee member is so disqualified to act and the remaining members car® t 
agree, Enron Corp. shall appoint a temporary substitute member to exercise all the powers of tl t 
disqualified member concerning the matter in which he is disqualified. 

xm.6 CgflffitaaflflB aad Banging. The members of the Committee shall not reeds t 
compensation with respect to their servieei fa the Committee. To the extent required by the A d 
or ether applicable law, or required by the Company, members of the Committee shall farm h 
band or security fa the performance of fair duties hoatmder. 

xm.7 Cfl»a>tt« — PottM- ,ind. Dulies. The Committee ahali supervise tie 
administration and enforcement of the Flan according to the terms and provisions hereof er d 
shall have ail powers necessary to' accomplish these purpoaea, including, but not by way , ,f 
limitation, the right, power, authority, and duty: 

(aO To make rule*, regulations, and bylaws fa the sdnrimstratiaa of fa Pli n 
that are not incorudstent with the tens and provisions hereof, provided rath mle 
regulation*. aod bylaws are evidenced in writing and to enforce the tents of the Plan at d 
the rules and regulations promulgated thereunder by the Committee; 

(bO To construe in its discretion , all terms, provisions, conditions, at d 
lirattfions of the Flan, and, in ail cases, the construction nectsaary fer the Pisa to quali y 
under the applicable provisioni of the Code shall controi; 

(cO To correct any defect or to supply any omlsaion or to rtcancjfe at y 
inconsistency that may appear in the Plan in such manner and to such extent as it aht 11 
deem expedient in iu discretion to effertnatn the purposes of the Plan; 

(dO To employ and compensate such accountants, attorneys, inverter it 
id visors, and other agent*, employees, and independent eoturectms as the rtrnmrwtt * 


may deem necessary or advisable fir the proper and efficient administration of the Planq 

(eO To determine in its discretion all questions relating to eligibility; 

(fO To raalte a d a o imin a ti on in ha discretion as to the tight of any person td _ 
benefit under the Plan and to prescribe procedures to he followed by distrfbuteeaLn 
obtaining benefit* hereunder. 


(gO To prepare, file, and dutributc, in such manner as the Comraitti* 
determines to be appropriate, such inform ation and maleriai a* ia requited by the 
reporting and disclosure reqmrrmoat* of the Act; 
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(hO To require end obtain from the Company ssd the Participants sad that 
beneficiaries any information or data that the'Ccmmitles determines is necessary far the 
proper administration af the Plan: 


(lO To instruct the Trustee as to the loans to Participants pursuant to the 
provisions of Article XU 

GO To direct the Trustee is to the investment of ft* Trust Fund m Enron 
Stock et EQ&G Stock is the Committte may deem to be appropriate and to be it 
accordance with rise provisions of rise Hut; 

(fcf) To appoint investment manages pursuant to Section 15.5; and 

, 00 Except u tpecificsHy provided herein, to direct the Truatee u to fin 
exercise of rights nr privileges to acquire, convert, or a change Enron Smelt or EO&C 
Stock. 


X1JI.8 Ctaasiax t8 .Supply, lafenaxtiaa. The Company sistli supply Util sad tread; r 
information to the Ccroroirire, including, but not feci ted to, infbttnation relating to eac i 
Psrtiapard’s Base Pay, age, retirement, death, or ether cause of t ermin ation of employment ats 1 
anch other pertinent &ets as the Committee may require. The Company ahall advitt the Trssatr j 
of such of the foregoing facts as are deanod ne c es sa r y for tho Trustee to cany out the Trustee I 
duties under rise Plan. When making a determination fa connection with the Plan, the Comnuth e 
shall he entitled to rely upon the aforesaid information furnished by rise Company, 

XQIS Indemnification The Company ahaD indemnity and bold harmless x»~b merhb r 
of rise Commitsee end each Employee who is a delegate of rite Committee against any and i B 
expenses and liabilities arising oot of bis adntini strati ve functions or fiduciary rcspacubtiiot s, 
including any expenses and liabilities that are caused by or result fins an act or n 

constituting the negligence of such individual hr the performance of such functions per 
responsibilities, but excluding expenses ad [f abilities that ate caused by or tesnlt finis n>& 
Individual's own gross negligence or willful misc on duct. Expenses: against which 
individual shall be indemnified hereunder shall include, without limitation, the amounts of ahy 
settlement or judgment, easts, counsel • fees, sod related charge* reasonably incurred Sn 
connection with a claim asserted or a proceeding brought or acttlantat thereof 
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XXV. 1 Appointment- ResIgBtllflB, B TO gaU aidScahttmcnt ofTnntec . 

(aO Tile Trustee shell be appointed, removed, end replaced by and in the sole 
discretion of Enron Corp. The Trustee shall be the “named fiduciary" with respect to investment 
of the Trust Fund’s assets. 

(bO Any Trustee may resign at any time by giving at less! thirty days’ written 
notice of such resignation to Enron Cbrp. Any Trusiee may be removed, with or without cause 
by Enron Corp. on written notice of such removal to such Trustee. Enron Corp. may appoint i 
successor Trustee by written designation, * copy of which shill he delivered to tho Commiaet 
and the fcsmer Trustee. If there would be no other Trustee that acting, the actual appointtncn 
and qualification of a successor Trustee to whom the Trust Fund may be transferred an 
conditions which must be fulfilled before he rerignaficn or removal of a Trustee shall becnm, : 
effective. 

X1V-1 Trust Agr eement. As a moans of administering the essets of the Tlan. th i 
Company bss entered into a Trust A^eemmt with the Trustee. The *dxnini*trefion of the truth 
of tho Plan and the duties, obligations, and reapotaibiliaes of the Trustee shall be governed by 
tho Trust Agreement. The Trust A greem ent may be amended firm time in time as Enron Cora, 
deems advisable in order to effectuate the purposes of the Plan The Trust Agreement is 
iaeotporated herein by reference arvd thereby made a pert of dre Flan. J 

XtV-3 Payment of E xpenses. AH expenses incident to tho administration of the Pfcjn 
and Trust, including but not brnitrd to, legal, accounting. Trustee fees, direct expense* of the 
Company and the Committee in the ldnriniitndan of tho Plan, and fire cost of furnishing *Ay 
bond or security required of the Committee shall be paid by the Trustee from the Trust Funk, 
and, unfit paid, shall constitute a claim againat the Trust Fund which ia paramount to the cUcius 
of Parricipaidj end beneficiaries; provided, however, that (a) the obligation of the Trustee to ply 
cuch expense* fttrtn the Trust Fund ahaU cease to exist to the extent such expenses art paid by the 
Company and (b) in tho event the Trustee’s compensation is to be paid, pursuant to fins Secrim, 
front the Trust Fund, any individual serving as Trustee who already receives fldl-tiiM pay fiord a 
Company or an association of Companies whose employees are Participants, or from fcn 
employee organization whose member* are Psnieiptnts, shall not receive any additional 
compensation for serving as Trustee. This Section shall be deemed to be a part of any contract™ 
provide fix expenses of Plan and Trust admmiattation, whether or not the signatory so nufcb 
contract i*. as a matter of convenience, the Company. 

XTV.4 TnirtfEEd Property All income, profits, recoveries, contribution!, forfeitures, 
and arty and all monies, securities, and properties of any kind at any time received ox hold by (he 
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Trustee hereunder shall be held for investment purposes u a commingled Trust Fund. ThiJ 
Committea shall maintain Accounts in the name of each Participant, but the maintenance of art 
Account designated ss the Account of a Participant shall not mean that such Participant shall 
have a greater or lesser interest than that due him by operation of the Plan and shall not be 
considered as segregating any funds or property from any other fundi or property contained irj 
the eommiagled fund. No Participant shall have any title to any specific asset in the Trust Fund. 

XIV.5 Distributions from Pa rtlrinina’ Accounts- Distributions from a Participant' ; 
Accounts shall be made by the Trustee only ifl when, and in the amount and manner directed i i 
writing by the Committee, Any distribution m ade to a Participant or for his benefit shall b : 
debited to such Partiejpant’s Account or Accounts. All distributions hereunder shill be i v 
cash except as otherwise specifically provided heroin. 

XXV.fi Payments Solehv fromTrattJFaBd. All benefits payable under the Plan shall t e 
paid or provided for solely from the Trust Fuad, and neither the Company nor the Trust! e 
assumes any liability or reaperjib ill ty far the adequacy thereof! The Committee or the Trust e 
may require execution and delivery of such instrument as ire deemed necessary to assure prop ir 
payment of any benefits. 


XTV.7 Na Benefits to the Company . No part of the corpus or income of the Trust Fuid 
(ball be used for any purpose other than the exclusive purpose of providing benefits for toe 
Participant* and their beneficiaries and of defraying rea so na b le expenses of administering the 
Plan end Trust. Anything to the contrary herein notwithstanding, the Plan shall not be eonstruid 
to vest any rights in the Company other Than those specifically given hereunder. 
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XV. 


Bduaai 7 .Eray3.ilDM 


XV J Article Centre Is . This Article shall conns! over er.y contrary, inconsistent cr 
ambiguous provisions confined in the Plan. 


xvj Getters! Allocation of Fiduciary P it tier. Each Sdtiriaty with respect to foe Pisa 
shall have only those specific powers, duties, responsibilities and obligations as are specifically 
gbea him under the Plan. Enron Carp, shall have the sole authority to appoint and remove the 
Trustee sad members of the Committee. Except it otherwise specifically provided the 

Cetntnittae shall have the sole respo n s ib ility for the adroiidiirafioa of the Plan, which 
responsibility is specifically described herein. Except its otherwise ipeciflcafiy provided herein 
end in the Trust Agreement, the Trustee shall hive the sale retpoasibility fin- foe administration, 
investment, end management of the assets bdd under the Plan. However, if the Committee, as a 
eo-fidutisry, shsfi exereiis ks power givers hereunder U sny time, sad Sum time to tfojc, tty 
written notiee to the Trustee, te fireet is Trustee in the management, investmost, and- 
reinvestmaa of the Trust Fond, then in inch event the Trustee shall b* subject to all proper 
directions of tbo Comrmrtee that art made in seeordsoce with the terms of the Plan snd tbo Act 
It is intended under the Plan that esoh fidooiaiy sliall be responsible fbr th* proper exercise of Ixut 
own powere, duties, reapauaibllitics, snd obligations hereunder and shall not be responsible fin 
sny act or fiahBe to id of another fiduciary except to the extent provided by lew or as 
specifically provided herein. 

XV J Fiduciary Duty . Each fiduciary under the Plan, including, but not limited to, tt» 
Committee end tits Trustee u “tamed fiduciaries,” shall discharge hie duties end respccsdbilitia 
with respect to the Flan: 

(*0 Solely in too inoseet of the Psnicipantx, for the exclusive purpose o 
providing benefits to Participants and their beneficJsries and of defraying rsuanshi 
expenses of adnnnista'ing the Plan and Trust; 

(bO With toe care, drill , prudence, end diligence under the eircumstancea tbs i 
prevailing that a prudent man acting is t like capacity and familiar with such matter i 
would use is the conduct of as enterprise of a Eke cha ra cter and with like aims; 

(eO By djveraUying the investments ef the Plan so as to miaiimse the risk t f 
large losses, micas under the dicumatsaces it is prudent not to do so; and 

(dO In accordance with tha documents and instiuments governing foe Plak 
insofar si such documents and instruments are consistent with applicable law. 
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No today shall cause the Plan or Trust Fuad to enter into a “prohibited transaction" as 
provided in section 4975 of the Cede or section 406 of the Act. 

XV.4 Mention. of Fiduciary..!? ffttg. The Committee may appoint subcommittees, 
individuals, or any other tgena u it deems advisable and may delegate to any of such appointee: 
any or all of the powers and duties of the Committee. Such appointment and delegation mum 
sped# in writing the powers a daties heing delegated, and must be accepted in writing by fei 
delegatee. Upon ssieh appointment, delegation, and acceptance, the delegating Committor 
members shall have no liability tor the sets or emisaicni of any Rich delegatee, as long as (hi 
delegating Catnasittee member* do not violas my fiduciary rtspbnsibiJiiy in making t* 
continuing such delegation. 

XV J5 Investment Mae ewer. The C omm ittee may, in it* sole discretion, appoint at 
“investment manager," with power to manege, icqtrira or tfispoaa of any ssitrt of the Plan and t> 
direct the Trustee in this regard, so long as 

(aO The invcstmorf manager is (1) registered as an investment adviser trade ■ 
the Investment Advisers Act of 1940, (2) not registered as an investment adviser unde ■ 
push act by reason of paragraph (1) of section ZQIAfa) of such act. is registered as a t 
investment adviser under the laws of the stats (referred to in such paragraph (1)) in whle . 
it nminlaan:i its principal office and place of business, and, at the rime it last died th ; 
registration form most recently filed by it with such state in order to i; | 

reparstiommder the laws of aurih stale, also filed a copy of such form wife the Seeretar ' 
of Tabor. (3) a bank, as defined m the Investment Advisers Act of 1940, or (4) a I 
insurance co mpany qualified to do business under tire laws of more than one state; and 

(bfl Such investment manager acknowledges in writing that he is a fidudat / 
with respect to the Plan. 

Upon such appointment, the Committee shall not be liable tor (he acts of the investma t 
manager, as long as the Committee members do not violate any fiduciary responsibility j i 
making or continuing such appointment. Tho Trustee shall fellow the directions of sue i 
inveMmoot manager ind shall not be liable tor the acts or omissions of such investment manage ', 
The investment manager may be removed by the Committee at any time and within II e 
Committee's sale discretion. 

XV.fi Hiifd,£>rty Atollllftr»Xur. Notwithstanding any provision of the plan or C e 
Tnut Agreement to the contrary, the Company may, in its sole discretion, engage any aervit t 
provider which is not in employee or a subsidiary of the Compsay to perfiam idesttifit d 
e dnu u istt arivc services with respect to the firm CThud-Farty Admimsuativc Services'*), lode 
event tot to Company so engages any such service provider to pertonu Third-Par y 
Adnrimstnttve Services, then rmwrithstandiag any provision of to Plan to fee contrary, ti c 
Company shall he fully responsible and vcnuntibSe for selecting, credentiilfing, overseeing at i 
monitorfug such service provider, inehtdieg without limitation, evaluating fee quality if 
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perfbnasnee, determining whether the fees charged ere reasonable, and removing or replacing 
such service provider, as the Company deem* to he necessary or appropriate in its discretion. 
Upon engaging a service provider to perform Third-Party Administrative Services, the Company 
shall advise the Committee in writing regarding such engagement identifying the service 
provider and the Third-Party Administrative Services which are to be performed by such service 
provider. Thereafter the Committee shall have no power, dtityor responsibility with rfcspeet tn 
such Third-Party Administrative Services and shall have no. power, duty or responsibility to 
monitor the performance of such service provider. 
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XVI. 

Aasmlmsa.!3 

XVI. 1 Rifht tn Amend . Subject to Section 1 6,2 and any ether limitadona contained i j 
the A=t or the Code, Enron Corp, nay ftem time to lime emend, in whole car in part, any or all < f 
the provisions of the Flan on behalf of the Company and aU Companies. Specifically, but not h i 
Way of limitation, Enron Cotp. may make any amendment necessary to acquire and maintain a 
qualified status foe the Flan under the Code, whether or not retroactive. In addition, an f 
amendment! to the Flan that do not hive a significant coat impact ea the Company sx 1 
amendments necessary to acquire and maintain a qualified atittu for the Plan under the Cod 
whether or not retroactive, may be made by the Committee. The procedure for Enron Cotp. t s 
effect an amendment to the Flan shall be *a follows; 

<a 0 Any amendment prop osed to be made by foe Flan shall first be consider! i 

by the Compensation Committee of file Board of Directors of Enron Cotp. which shall have tl t 
sole power to approve and recommend to the Board of Directors of Enron Corp. Out a i 
amendment to the Flan be adopted; and 



Board of Directors of Enron Cotp. that an amendment be made to the Plan, the Board ■ f 
Directors of Enron Cotp. ahell determine whether to adopt such amendment in accordance wit 1 
its general rules and procedures of operation and upon adoption by the Board of Director* i f 
Enron Cotp. of a resolution adopting such amendment, the proposed amendment thaU bo deeme i 
adopted and app rov ed by Enron Cotp. 

The procedure for amending the Flan by the Committee shall be ae follows: 

(1) The Committee shall receive recommendations regarding adoption of a 
Fisa amendment -which is within ' its power to effectuate and shall consider sue i 
recommendations at a meeting called by (be C omm i t tee in accordance with is regular roles an 1 
procedures; 

(2) The Committee shall approve and adopt such amendment is acmpfane - 
With is regular procedures regarding actions taken by the Committee and upon such approvj 1 
and adoption, the amendment shall be deemed approved and adopted. 

Following approval and adoption of an amendment by tfce'Board of Directors of Enron Cotp. c ■ 
by foe Committee, as applicable, the appropriate officers of Enron Cotp. shall prepare an 1 
execute on behalf of Enron Corp. an inurn men t evidencing the amendment to adopted and sha [ 
take soch other sedans as may be appropriate or necessary to implement such amendman ah ! 
secure far such amendment any qualification determination or other approval deemed appropriat s 
or necessary by such offices. 
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XVI .2 T.lmttsHnu f»n Am.rr.4-m at*. No amendment of the Pisa shall ha Bade that 
would vest ia the Company, directly or indirectly, any interest in or consol of the Treat Fund, 
No intendment shall be made that would vary the Plan'* exclusive purpose of providing benefits 
to PaniBjpwt* ted tbar benefichries and of decaying reasonable expenses of sdnumstenag the 
Has or Star would permit the diversion of my pare of the Treat Fuad from that exclusive 
purpose. No amendment shall he made that would reduce any then nonforfeitable i n t eres t of a 
Parti cipan t- No amendment shall increase die duties or raponribilnies of the Trustee unl es s the 
Trustee consents thereto in writing. 
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xm 

Diseontinuanee of Contributions, Termination, 

Partial Tarfflintltion. and Merger or Cnaantirlation 

* 

wn.TRioht to nitcnntfniit CnntTibntfous. Termlmte. er Paffedlv Igmimit The 
Company has established das Pirn wife fee bona fide intention end expectation feat fan y« r tc 
year it will be able to, and will deem It advisable to, alike its contributions «s herein provided. 
However, Enron Carp, «h*n have fee right sad fee power to <Escontint« contributions to *r 
plrrn. tenricaas the Plan, or psrtiiily tennmste fee Pisa at any tirae hcesfter. Hash member or 
fee Committee and fee Trustee shall be notified of Each disconrinaenca, termination, or panUi 
termination. 

xvm prntednre la t h e Eve n t aQK»e aafi na a tia !.. a t Co n tri b u tions. TermhuHnn. ffl 
Tartlet Termination. 

(tO If the Pita is emended so « to pamanentiy discomiwue Company 
Contributions, or if Company Contributions are ha Set permanently discontinued, fee Vesta 

Intoest ofeaafeaffianadPsrtie^en* feeCbe 100%,.efiectiv«es offeedateofcBsentitinmace. li 
case of inch discontinuance, fee Comndttee shall remain in existence end ail other provision* o ' 
fee Plan feat are necessary, in fee opinion of fee Committee, for equitable crpentfea of fee Plat 
ifaiH ronton in force. 

(bO If flit Plan is tertrinalad or psrJaSy toadnaled, the Verted Interest of asel 
anheicd Psrndpent stall be 1 00%, egeetive as of fee utrntinsrion dat e or partial ternritmioa ditt 
at applicable. Unless fee Plan is otherwise amended prior to dissolution of fee Company, fe t 
Plan ahall terminate as of the date of dissolution of fee Company. 

(eO Upoa fe'seorttinnenca of contributions, termination, or partial tenninatiot , 
any previously unallocated contributions, forfeitures, and net income (or net Inns) shall b ; 
allocated among the Accounts of fee Pcricipano on such date of discontinuance, termination, c r 
partial tseminarioo according to fee provisions of Article TV. Thereafter, tic not income (oc nt I 
loss) shall continue to be allocated to tbs Accounts of fee Participants until the balances of tfc i 
Aeeoonti are distributed. 

(d) In fee ease of a termination or partial termination of the 'Plan, and in th : , 
absence of a Plan amrasdrr.ent to the contrary, fee Trustee feed pay fee balance of fee Accaua i 
of a Partic i pant fer whom fee Plan ta so terminated, or who is affected by such parti: 1 
tonrinatiau, to such Participant, subject to the time of payed, form of payment, and eoasa r 
provisions of Article X 

IfVTIJ MervfT. CoaieHdation. or Tra nsfer. This Plan and Trust Fund may nor taej % 
or consolidate wife, or transfer its ssseta or liahifities to, any other plan, unless immediate! / 


xvu-t 


DOL00055 



268 


thereafter each Parnejpaoi would, in the event such ether plan toimnaied, be entitled to a benefit 
whieh is equal to or greater than the benefit to which he Would have been entitled if the Plan 
were terminated immediately before die merger, entufolidafion, or transfer. 
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xvhl 

Partieipatinfl Companies 
xvm.i Ado ption by other Caagan ig. 

(a) li it contemplated feat other corporations, associations, partnerships, or 
proprietorships may adopt this Plan tod fee Trait and thereby became Companies, By 
appropriate action of Its Board of Directors er nemcorpome counterpart, any inch entity, whether 
or not praently costing, may become, span approval of Huron Corp, a parry hereto. Any action 
taken in connection with an adoption of fee Pta by an entity ot diseonrinnatioa of an adoption oi 
the Plan by an entity which tia not approv ed by Baron Carp- in accordance with file foreBotog 
procedures ahull be null and -void. 

Q>) The provision! of fee Plan and fee Trait shall apply separately end erjnaltjj 
to each Company and Hi Employee* in fee same mamas ax ia expressly provided for Oa 
Ccn-.pany and iu Employee*, except that the power to appoint cr otherwise affect fee Committo 
or the Traatee and the power to amend or terminate fee Plan shall be exercised by Enron Cotp 
alone pmsuam to Section 16.1. Wife fife approval of Enron Corp., any Company that is not i , 
Controlled Entity may, by apptepriasa action cf its Board of Director! or ceaeorponij! : 
counterpart, terminate its participitioB in the Plan and Trost Termination of participation by i 
Controlled Entity mna be pennant to the proviriona of Section 16.1 of the plan. Mureovq , 
Enron Corp. may, in its discretion. terminate a Company 1 * Plan and Trust participation at asr ' 
time. 

(c) Transfer of Bnploytncnt among Companlet ahall not be earuridered t 
termination Of employment hereunder, and Service wife one Company ahall be considered I > 
Service wife all others. [ 


XVHU Single Plan. For ptapoael of fire Code and the Act, fee Plan « adopt, a 
by fee Companies shall tonttitnte* linfilephm rather than a separate plan of each Company. AH 
uadi ia fee Trust Fond shall be available to pay benefits to all Participants and the x 
beneficiaries. 


XVHU Separata AppHcatinn. In fee case of an entity which has adopted tie 
Plan and which if not a Controlled Entity of Enron Corp., Section 1.01(15) of the Plan shall ! e 
appled hy tobsitimng such entity, far Enron Corp. and the tem “Company” as used in the FI a 
shall refer to that entity a* if fife Plan were a separate plan fer fee Eligible Employees of m h 
entity except a ipecifieally provided ofeerwiseia the Plan. 
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XDf. 


lyU'sttllantomJPrpyblona 

XIX1 Hat-Cmaput Of ’SmglcymBtt. The adoption and maintenance of tho^lan ska I 
not be deemed to be either a contract between the Company and any person cr carri deration ft r 
the enqiloyment of any person. Nothing herein contained shall be deemed to give any person tl e 
right to be retained in the employ of the Company or to restrict the right of the Company 1 3 
discharge any person ad any time nor shall the Plan be deemed to give the Company the right 1 3 
require any person to remain in the employ of die Company or to restrict any perron's right 1 3 
terminate his employment at any time. 

XDC-2 Alienation of Tntereit-Forbtddm .. Except as otherwise provided with respect! > 
"qualified domestic relations orders" and certain judgments and settlement! pursuant to seeds 1 
206(d) of the Act and aocriona 401(»X 13 ) anti Al*Cp) of the Cede, and, except ax otherwil * 
provided under other applicable law, no right or interest of any Irind in any benefit shall l s 
tramferehla or assignable by any Pirticipan* or any beneficiary or b» subject to anticipation , 
adjustment, alienation, encumbrance, garnishment, att a chme nt, execution, or levy of arty Irfnd 
Plan provisions to the contrary BctwfchromdSng, die Committee shall comply with tho terma an i 
provision! of any “qualified domestic rel at i o n s cider." inchufing aa order that requirt 1 . 
distributions to an alternate payee prior to* Participant’s “eartieat retirement age" ex such term i s 
defined in section J06(d)(3)(EXii) of the Act and section 414(pX4)(B) of fire Cede, and aha 1 
establish appropriate procedures to effect the same. 

XEC3 Uniformed Scgitu — Emglgymtat and — BromplsymeaT -Rights Ait 

BtanigamB. 

Notwithstanding any provision of die Plan to the contrary, contributions, benefits and aervic 1 
credit with respect to qualified military service will be provided in accordance with acetic t 
414(a) of dw Cide. 

XIX 4 Payments 10 Mlirerajnd i atoropetintl . If a Participant or beneficiary entitle I 
to receive a benefit under the Plan is a minor or is detrnmnad by the Committee in its diserefin 1 
to be inco mp et en t or ia adjudged by t cotnt of competent jurisdiction 10 be legally incapable t f ’ 
giving valid receipt and discharge for a benefit provided under the Plan, the Committee may pa < 
such benafit -to fire duly appoinied guardian or coroarvitor of such Participant ear beneficiary lit r 
tire account of snch Participant or beneficiary. If no guardian or conservator has been apprrint* I 
for such Participant ox bsneiidaty, the Committee may pay such benefit to any third party who i ; 
'determined by tile Committee, in its Sole discretion, to be authorized to receive tneb benefit fc ■ 
the account of such Partiriptui or beneficiary. Such payment shall operate 15 a foil discharge c T 
all liabilities and obligations of the Committee, fixe Trustee, the Company, and any fiduciary 0 f 
the Plan with respect to such benefit 
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XIX-5 j^tgaisitlpB and Baldbg-gf -gafflp alLX Stgt.k- The Plan is specifically 
authorized to acquire and hold up le 100% of it* assets in “qualifying employer securities," as 
such term is defined in Section 407(d)(5) of the Act 

XIX6 •Participant ’* and Bepeflciiry , a_A.adr«sts. It shall be the affirmative duty of 
each Participant to inform the Committee of and to keep on file with the Committee, his current 
mailing address and the current mailing address of his designated beneficiary. If a Participant 
Jails to keep the Committee informed of his c urr ent mailing address and the current rpi»‘tip; 
address of bis designated beneficiary, neither the Committee, the Trustee, the Company, nor any 
fiduciary trader the Plan shall be responsible for iny late or lest payment of a benefit a for 
future of any notice to bepiovidcd timely under the terms of the Plan, 

XJX.7 Tn correct Information. Frantic Concealment, or Error. Any contrary 
provisions of the Plan notwithstanding, if because of s human or systems error, or became of 
incorrect information provided by err co rrec t information foiled to be provided by, fraud, 
misrepresentation. or concealment of any relevant foot (as determined by the Committee) by any 
peraon the flan enrolls any individual, pays benefits under fire Plan, foam a liability or mates 
any overpayment or erroneous payment, the plan shag be emitted to recover from such person 
the benefit paid or the liability incurred, together with all expenses incidental to or necaasaiy for 
such recovery. 

XDC8 SeveraMlttv If any provision of this Plan shill bo held illegal or invalid for any 
reason, said illegality or invalidity shall not affoct the remaining provisions hereof la such care 
each provision shall be fully severable and the Plan shall be construed and enforced as if salt 
illegal or invalid provision had never been inclu d e d h erei n. 

XDC9 A ppendices . Any appendix to this document shag bo a part of fits Plan for ad 
purposes. 

XIX. 10 Jurisdiction . The stars of the Flan hereby created it Texas. A] 1 

provisions of foe Plan ahali be construed in accordance with the laws of Texas except to & : 
■ extent preempted by federal law. 
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XX. 

ToprBeavy States 

XXI | *rti rU Cflaaak - Any Plan provisions to the contrary notwitbstsjSiag, the 
previsions of this Artiale shall central to the extent required to cause the Plan to comply with the 
requirements imposed under seed on 416 of the Code. 

XXJ PfftnMnws . For purposes of this Article, the following terms and phrases shall 
have these respective meanings: 

(a) feaaiit •Balance : Aa of any Valuation Date, the aggregate amount 
credited to an individual ’s account or accounts under a qualified defined contribution plan 
maintained by the Company or a Controlled Entity (excluding employee contributions 
that were d^foerible within the meaning of Section 219 of die Code and rollover Of 
transfer contributions mode after December 31, 1 983. by or on behalf of such individual 
to anch elan bom another qualified pirn rponsored by an entity other than the Company 
or a fWndya Entity), increased by (1) the aggregate distributions made to aach 
individual fttun such plan doting a five-year period ending tm the Deter minati o n . Date 
and (2) the amount of my eonmbudoaa due as of the Dete rmin a ti on Date immediately 
following such Valuation Date. 

p,j Ai T rT ,T ?*" rfit As of any Valuation Date, the present value (computed 
on foe basis of the Assumptions) of the cumulative accrued benefit (excluding foe portion 
thereof that ia attributable to employee eontribudona that were deductible pursuant to 
section 219 of the Code, to rollover or transfer contribution* made alter December 31, 
1983, by or on behalf of ruch individual to such plan finm another qualified plan 
sponsored by an entity other than the Company or a Controlled Entity, to propottional 
itibsrSes or to ancillary benefits) of an individual under a qualified defined benefit plan 
BUftmlsed by foe Company or a Controlled Entity increased by 0) *e aggregate 
distributions made to such individual fioss such plan during a five-year period ranting tm 
&e Determination Date and (2) the estimated benefit accrued by such individual between 
ends Valuation Date and foe Determination Daw immediately following such Valuation 
Date- Solely for th* purpose of determining top-heavy status, the Accrued Benefit of an 
individual shall be determined under (1) foe method, if any, that uniformly applies far 
accrual purpose* under all qualified defined benefit plan* maintained by foe Company 
and foe Controlled Entities or (2) if there is no such, method, as if such benefit accrued not 
more rapidly than under the slowest accrual rate permitted under section 41 lftXWC) of 
the Code. 

ftppnyitie* flraap t The group of qualified plans maintained by faei 
Company end each Controlled Entity eonksfing of (I) each plan in which a Key 
Employee participates and each other plan that enables a plan in which a Key Employee 
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participates to meet the requirements of section 401(a)(4) or 410 of the Code or (2) each 
pita in which a Key Employee participates, each other plan that enables a plan in which a 
Key Employee participates to meet the requirements of section 401(a)(4) or 410 of the 
Code and any other plan that die Company elects to include as a part of such group; 
provided, however, that the Company may alect to include a plan in such group only if 
the group will continue to meet the re q uireme nts of sections 401(aX4) and 410 of the 
Code with such plan being taken into account 

(d) f4«ituniptiett»: The fattiest nle and mortality assumptions speeiSaJ fa 
top-heavy status determination purposes in any defined benefit plan included in fa 
Aggregation Group that includes fisc Plan. 

(e) TWerm.nerioti Pete: For dm first Plan Year r,f «™v phm th. l~f -t-y - t 
such Plan Year and for each subsequent Plan Year of such plan the last day of th t 
preceding Plan Year. 

(G StoLJhnslaXMt A "key employee” as defined in section 416(1) of th : 
Code and the Treasury regulations thereunder- 

(g) Plan Veen With respect to eny plan, the annual accounting period u*t i 
by such plan for annual reporting purposes. 

(h) Urmnnerittan: 41S Compensation as defined in Section 4 -5(aX2). 

(1) Vilmtino Pate ; With respect to any Plan Year of any deft™ d 
contribution plan, the most recant dale within the twelve-month period ending on a 
Determination Date as of which the trust fond established under such plan was vilucd a d 
th* net income (or loss) thereof allocated tq participants’ accounts. With respect may 
Plan Year of any defined benefit plan, the roost recent date within » twelve-month peri 4 
ending ou a Determination Date as of which the plan asset* were valued for purpose* if 
computing plan costs for purposes of file requirements imposed under section 412 oft re 
Code. 

' XX3 T ob.Hmt» Statue. The Plan lhaP be deemed ro be top-heavy the « trim V— , if 
as of die Determination Date for such Plan Year. (I) the sum of Account Balances of Participa its 
who are Key Employees exceeds 60% of the sum of Account Balances of all Participants tsd as 
an Aggregation Group including the Plan is net top-heavy ox (2) an Aggregation Group tnclud ng 
the Plan is top-hoavy. An Aggregation Group shall be deemed to be top-heavy as o a 
Determination Date if the aum (computed In accordance with lection 4 14(g)(2)(B) of the Ci dc 
and the Treasury regulations promulgated thereunder) of (1) fire Account Balances of 1 *y 
Employees under an defined, contribution plans included in fire Aggregation Group and (2) he 
Accrued Benefits of Key Employees under all defined benefit plana included in the Aggregat on 
Group exceeds 60% of the sura of fas Account Balances and [he Accrued Benefits of all 
lodividoale under such plans. Notwithstanding the foregoing, the Account Balances and Acer led 
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Benefits of individuals who an act Key Employees to any Pisa Year hist who were X, y 
Employees in any prior Plan Year shall not be considered in determining the top-heavy status si 
the plan far such Plan Year. Further, notwithstanding the foregoing, the Account Balances m d 
Accrued. Benefits of individuals who have not performed services for the Company or asy 
Controlled Entity at any time during the five-year period ending on the applicable Detcnamariin 
Date shill not be considered. 

W If the Flan is determined to be top-heavy for a pi*n Year, the Ccwpat y 
shall contribute to the Plan for such Flan Year -on behalf of etch Participant who is not t Xi y 
Employee and ■who has not terminated Us employment as of da last day of such Plan Year i n 
amount opal ta- 


il) The lesser of (A) 3‘A of each Partidpant’a Remuneration for sm h 
Plan Year or (B) a percent of such PartieiplBt’s Remuneration for such Plan Year equal ■ a 
the ErcaiMt peremt determined by dividing for each Key Employee foe amounts allocan S 
to such Key Employee’* Before-Tax Contribution Account and Company Conrributfc b 
A ccount for such Plan Year by such Kay Employee’s Remuneration; reduced by 

(2) The amount of Company ctxutribuBoca other than Cotnjnra f 
Matching Contributions allocated to such Particip ant' s Accounts for such Plan Year. 

(b) The minimum contribution required to be made for a Plan Year p ur s uaj t 
to tins Section for a Participant employed on the last day of such Flan Year ahaB be mac s 
regasdless of ■whether such Participant is otherwise ineligible to receive an aUoeanon of ti: s 
Company's contributions for such Plan Year. The minim um contribution required to he * 
pursuant to this Paragraph shall also be made for an Eligible Employee who is not a Xa r 
Employee and who is excluded flum partiripatifin in the Plata solely because of failing to m.t . 
mandatory After-Tax Contributions orBafora-Tax Contribution*. 

(c) Notwithstanding the foregoing, If the Plan ie deemed to ba top-heavy for t 
Plan Year, the Company's contribution for suds Plan Year pturoani to tins Section tb. tl h , 
increased by substituting “454" in lieu of "3%” in Clause (I) hereof to the extent that Euro i 
Cotp. determine to so increase such contribution to comply with' the provisions of tcctici i 
4X6(hX2) of tire Code. Notwithstanding tire foregoing, no contribution ahaB be made pursuant t ■ 
this Section for a Plan Year with respect to » Participant who is a participant in anothei definc t 

' contribution plan sponsored by the Company re a Controlled Entity if such Participial tecedvti 
under such other defined contribution pin (for tire plan year of such plan ending with or wjthii 
the Flan Year of the Plan) a contribution which is equal to re greater than the mininiwA 
contribution required by section 416(cX2) of the Code. j 

(d) Notwithstanding the foregoing, no contribution shall be made pursuant » 
this Section for a Plan Year with respect to a Participant who is a participant hj a defined benefit 
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plan sponsored by the Company or a Controlled Entity if such participant accrues under sue} 
defined benefit plan (for the plan year of such plan ending with or within the Plan Year of thi: 
Plan) a benefit that is at ltast equal to the benefit described in section 416(eXl) of the Code. I ' 
the preceding sentence is nor applicable, the requirements of this Section shall be met b' 
providing a minimum benefit under aadt defined benefit plan which, when considered with tii ; 
benefit provided uader the Plan as an ofiset, is at least equal to the benefit described ia secrio- 
416(e)(1) of the Coda. 

• XXS TetTTtfnatftltl afToHstvy Status. If the Plan has been deemed to be top-hcav ■ 
for esc or mors Plan Years and thereafter ce ase s to be top-heavy, the pro virions of this Artie: : 
shell cease to apply to the Plan effective as of die Detetmiaitlcra Dare on which it is det ermine 1 
no longer to be top-heavy. ~ 

xxs gfftCT of Article. Notwithstanding anything contained hatan to the contrary, ffi - 
provision! of this Article shall amp maritally become inoperative and of no effect to the exter i 
not required by the Code or the Act. j 
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XXL 


XXU JMaMfflli. For purposes of this Aside, the following terms and phrases shal 
have the respective meanings; 

{») Ettsssfiims: A isle by Enron Ccrp. of more then 8D% of the stock o 
assets of EOTT to ao unrelated thini pirty. 

(b) EQU: EOTT Enegy Cotp. 

(e) EOTX.Coigibutioa Accaanc As individual account for each Partiefoaa 
who is employed by EOTT which it credited with fee EOTT Discrstioruoy-Oratribntions mad 
on such Participant's behalf and which is credited ’(or debited) wife, such account's al^cafion o ~ 
net income (or net loss) of the Trust Fund. 

(d) Bll I Discretionary nonhtihntirint . Contributions t trafe. jq (jj 0 t Uge tv 

EOTT pursuant to Section 7\2. 

(*) ' Month nfJScna c g : Wife respect to any Participant who la employed tr 

EOTT, a calendar month during which he is continuously and actively employed by EOTT. 

XXt-2 BgECJaittattfaiaaa Camribntimu. For any Plan Year, EOTT may 
to fee Trust, out of he carreofor aecumuhued earnings and profits, as fee EOTT Discreticoar 
Contribution for such Plan Year, an amount as determined in its sale discretion. The EOT" ' 
Discretionary Contribution, if any, for a Flan Year shall be denominated as a specific tuu 
uniform amount to be contributed far ea2 * Month of Service completed by a Participant darin; 
such Flan Year who is entitled to an aHocadon of such EOTT Discretionary Contribution or aha] 
ha de n o min a te d as a single Plan contribution amount which shall he allocated ta Participant i 
entitled to share in such contribution based upon their Months of Service dating such Plan Yen 
in either case u described in Section 21.3 below. 

XXU Allocation. oILEOTT Discretionary Couiribntttm. A portion of an EOT 
Diaererionaty Contribution £ of a Plan Year shall be allocated to each individual who is n 
EBgible Employee and who is employed by EOTT on tha last day of such Plan Year o 
-terminated employment with EOTT during such Plan Year by reason of an event or reason « 
may be designated by fee Board of Directors of EOTT. If the EOTT Discretionary Contributim 
for a Plan Yea has been designated to be specified dollar amount for cafe Participant frp » t 
upon such Participant's Months of Service during inch Plan Year, each Participant will reeeivt 
an EOTT Discretionary Contribution allocation equal to such specified dollar amouarmultqilim 
by such Participant's Months of Service completed during such Plan Year, if fee EOTl 
Discretionary Contribution for a Plan Year is denominated as a aingla aggregate amou nt. e»i-j 
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Participant who is entitled to an allocation of * portion of such EOTT Discretionary Coatribanot 
stall be allocated * portion thereof based upon the ratio of such Participant's completed Month 
of Service daring sods Plan Year to all such Participants' completed Months of Service durin 
such Plan Year, A Participant's aHacanons of BOTT Dtserctionsuy Contributions shall fc 
allocated to his EOTT Contribation Account, 


XXL4 Withdrawals. A Participant shall cot be entitled to make in-service Withdraw: 
from Ms EOTT Contribution Account 

XXL5 Vesting, of E QT X.Contribntieti Accennu. A Participant’s Vested Interest in 
EOTT Contribution Account shall be determined by such FarticSpmt'a years of Vesting Sa- 
in accordance with the following schedule: 


Dess than 


Year* 6fV«tin» Srrvlre 

Jtj 

1 year 

034 

1 year 

25% 

2 yoars 

50% 

3 year* 

75% 

4 ytanjormoro 

100% 


Ymc d Intrmit 


XXI.d Cen t r a l Tracnrtit - Except as specifically set forth in tin* Article 
Participant's EOTT Contribution Account chan bo trailed as an additional C 
Contribution Account for an imp o ses of the Plan. 


XX1-2 


DOT. 00065 



278 


xxn. 

Cer tain TBEW Union Benefits 

XXII.i Eligibility . The provision* of this Article XXII apply to any Eligible* Employe 
{"Union Participant”) who is covered by the 1998-2001 igreement by snd between Portlarx 
General Electric Company and the International Brotherhood of Electrical Workers local Uniat 
No. 125 AFL-CIO (the “Agreement"). The term “Retirerneit Program B P a r ticip ant” refers ti 
any Union Participant who satisfies any of the following requirements; (A) he was bom on o ■ 
after January 2 ; 1957; (B) he first became an Employee or is rebired as in Employee on or afte ■ 
January 1, 1999; or <Q he is eligible to males sad affirmatively 'elects to be treated *s i 
Retirement Program B Participant as described below. For purposes of the foregoing hem (Q 
an Employee may elect to be a Retirement Program B Psrtidpant if be: (A) is covered by tin 
Agreement; (B) was bom on' or before January 1, 1957; and (C) became an Employes befor . 
January 1. 1999. If an Eligible Employee satisfies foe requirements of foe preceding sentence, la ; 
nay irrevocably elect, in accordance with foe procedures established fay the Committee, to hi 
treated » a Retirement Pr ogr a m B Participant for purposes of eligibility for Union Matchin, , 
Contributions and Union Profit Sharing Contributions described in Sections 222 and 22.3 below 
Such election may be effective as of foe first day of any month, as elected by the Employee. At 
Employee who makes such an election shall be treated as a "Cash Balance Participant" under tin : 
Portland General Holdings, Inc. Pension Plan for Collectively Bargained Employees and shall ni 
longer accrue "Benefit Service" under such Pension Plan effective at foe tame time ax thi 
election to be treated as a Retirement Program BPartiripsm. No Eligible Employee may elect l. 
make an election to be treated as a Retirement Program B Participant after December 31, 2003. 

Y YlT-lITtiinn Mitrblnv Co ntributions. For each Contribution Period, the Compao; ' 
■hall contribute: 

(a) on behalf of each Union Participant who is not a Retirement Program 1 . 
Participant an amount equal to 100% of foe Before Tax Contributions made to the Plan for site] i 

. Contribution Period which are not in excess of 6% of each Union Participant's Base Pay. 

(b) on behalf of cadi Retirement Program B Participant an amount equal 1 1 
100% of the Before-Tax Contributions made to the Plan for such Contribution Period by sue i 
Retirement Program B Participant which are is excess of 5% and not in excess of 10% of sue i 
Retirement Program B Participant’s Bass Pay for such Contribution Period. Such contribution I 
shall bo allocated to the Union Participant’! Company Contribution Accounts and shall b : 
accounted for as subaccounts therein winch are treated u Company Contribution Accounts ft - 
all purposes except foal a Union Participant may not make any withdrawal from such sabaceour t 
while an active Employee and a Union Participant ahall have m 100% Vested Interest in sue; i 
subaccount at all times if such Union Participant was hired prior to July l, 1999, 
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yynj Union Pre-fit Shari n'* rnniributlans, As of the last day of each CcnmbutiorJ 
Period, the Company shall contribute on behalf of each Retirement Program B Participant ad 
amount equal to 554 of such Participant's Base Pay for such Contribution Period. Sued 
contribution shall be allocated to such Participant's Company Contribution Account and held a3 
a special subaccount thereunder. The Participant’s Company Contribution subaccount shall ba 
treated as a Company Contribution Account for all purposes except that a Re tirem e n t Program B. 
Participant may not make any withdrawal Sunt such subaccount pursuant to Article XT and thd 
Retirement P mgtsru B Parti4pew*i Vested Interest is euch subaccount shall be 054 natil did 
earlier of Mi completion ef one Year af Service or die attainment of age 6S while an Employed 
of the Company end shall be 100H as efthnesrfieroftiie date he completes one YearofScrricd 
or die date ba attains die age of 65 while aa Employee. 1 
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APPENDIX H- SUBMITTED FOR THE RECORD, E-MAIL FROM ID FOR 
HUMAN RESOURCES NEWS, TO ALL PGE EMPLOYEES, 9/27/01, E- 
MAIL FROM ENRON ANNOUNCEMENTS TO ALL ENRON EMPLOYEES, 
10/16/01, E-MAIL FROM ENRON ANNOUNCEMENTS TO ALL ENRON 
EMPLOYEES, 10/22/01, AND E-MAIL FROM ENRON ANNOUNCEMENTS 
TO ALL ENRON EMPLOYEES, 10/26/01 
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ID for Human Resources News - Enron 401fk) Savings Plan 


From: ID for Human Resources Mews 

To: ALL PGE EMPLOYEES 

Date: 09/27/2001 5:04 PM 

Subject! Enron 40l{k) Savings Pten 


HRNews Online 

, ,‘To: All Employees : 

From: Human Resources 
. bate: September 27, 2001 
Re: Enron 401(k) Savinas Plan 

Enron Corp. has contfacted'wlth Hewitt Associates to be the new trustee and record keeper for the 
•Efiron 40: (k) Savings Plan (replacing Northern Trust). 

To ensure that records and individual accounts are converted accurately, a transition 
period of approximately one-month will begin Oct IS, Enron Corp Is mailing a packet of 
detailed Information to all Enron Savings Plan participants the week of fertober 1 st, 


There are no changes being made In the Investment elections, plan features or plan design. A 
transition period Is necessary whenever a company changes 401(k) administrators. 

During the transition period, participants can continue to ruDko contributions and loan deductions, 
but are not able to transfer funds among Investment options, request a loan, request a withdrawal 
for dose eh account, " 

Wc realize you may have questions, Most of them will be addressed In the Information Enron Corp 
is sending partldpants, so please read carefully the materials you receive. ’ 

.'tfiank you. 
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Rath, Mikie 

From: Enron Announcements/Corp/Enrtm® ENRON on behalf of Corporate Benefits ENRON 

Sent: Tuesday, October is, 2001 11:10 PM 

- - • AJt Enron Employees United states Ofeup@6NRON 

,/ject: To: Ali Domestic Employees who Participate in the Enron Corp. Savings Plan 

Mark your cslendsr- 

the Enron Corp, Savings Plan is moving to a new administrator! 

In preparation, here are a few things you need to remember. 

For All Savings Plan participants, Friday, October 19 at 3:00pm CST Will be the last day to: 

Request a loan or a loan payoff so that funds can be allocated or distributed in time. 

Request a withdrawal (In-service or Hardship). 

For SDA Participants, Friday, October 19 at 3:00pm CST will be your last day to: 

Make trades in your Schwab SDA brokerage account so that we can move your holdings irt 

kind . 

Re-invest any Schwab mutual funds Into your choice of funds - the default will be your money 
market fund. 

Other transactions, such as Contribution Rate Changes and Investment Fund Transfers, will 
continue until 3:00pm CST on October 26, 

EnronBenefits... keeping pace with your lifestyle. 
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;ath. MiKia 

*mms 

Sent. 


Enmn A*nouneAments/CcrpTsnron@ENRON on betoll of Corporal* BwefHsgENRON 

Monday, October 22. 2001 10:2 B PM 

AH Enron Employees Unfled States Group@£NRON 

To: At! Oamestia Employees wno Participate In the Enron Corp Savings Plan 


Dctober 28 is fast approaching! 

Mart, your^ralendar^ Savinas Plan moves lo a new administrator! 

AS a saiflnfla Participant Friday, October 26 at 3:00pm CST will fte your last day to: 

• Transfer Investment Fund Balances and make Contribution 

Chang© your Contribution Rate for the November 1 5th payroll deduct jons 
Enrol! if you were hired before October 1 


TWO important reminders: 

Vanguard Lifesirategy investment options a re being replaced with Fidelity Freedom funds and; 

Your funds will remain invested In the funds chosen as of 3:0Dpm CST until 8:00 am 
November 20. 

At 8:00 am CST. November 20 the Savings Plan system re-opens with great new features. 

id you need assistance during the transition period, call ext 3-7979 and press Option S. This 
Opwviun will be available from 8;Q0am CST October 29 until 5:00pm CST November 19. 


Enron Benefits... keeping pace with your lifestyle. 
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Ram, MiKle 


From: Snren Announeement5/Corp/Enron@ENRON on behalf of Corporate BenentaaENRON 

Sent: Friday. October 26, 2001 1 1 :S8 AM 

To: All Enron Employees United stales Group@ENRON 

ret: draft- FINAL REMINDER- To All US Employees who Participate In the Enron Savings 

; ; Plan 


Final Reminder 

If you are a participant in the Enron Corp. Savings Plan, all trades among your 
investment funds must be completed by 3:00 PM C$T Friday, October 26. 

The makeup of your investment funds in the Savings Plan at 3:00 p,m., October 26, will 
'eflect your investment decision for the duration of the transition period, 
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APPENDIX I -SUBMITTED FOR THE RECORD, LETTER FROM 
CHAIRMAN JOHN A. BOEHNER, COMMITTEE ON EDUCATION AND 
THE WORKFORCE, TO STEPHEN F. COOPER, INTERIM CEO AND 
CHIEF, ENRON CORPORATION, FEBRUARY 1, 2002 
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MAJORITY MEMBERS: 


THOMAS E. PETRI. WISCONSIN. Vice Chwm 

MARGE ROUKEMA NEW JERSEY 

CASS SALLENGER, NORTH CAROLINA 

PETER HOEKSTRA. MICHIGAN 

HOWARD P. ■BUCK' McKEON, CALIFORNIA 

MICHAEL N. CASTLE, DELAWARE 

SAM JOHNSON. TEXAS 

JAMES C. GREENWOOD. PENNSYLVANIA 

LINDSEY O. GRAHAM. SOUTH CAROLINA 

MARK E. SOUOER, INDIANA 

CHARLIE NORWOOD, GEORGIA 

BOB SCHAFFER. COLORADO 

FRED UPTON. MICHIGAN 

VAN HILLEARY, TENNESSEE 

VERNON J. EHLERS, MICHIGAN 

THOMAS G. TANCREDO, COLORADO 

ERNEST L FLETCHER, KENTUCKY 

JIM DEMINT. SOUTH CAROLINA 

JOHNNY ISAKSON, GEORGIA 

BOS GOODLATTE; VIRGINIA 

JUDY BIGGERT, ILLINOIS 

TODD RUSSELL PLATTS. PENNSYLVANIA 

PATRICK J. TIBER!, OHIO 

RIC KELLER. FLORIDA 

TOM OSBORNE. NEBRASKA 

JOHN ABNEY CULBERSON, TEXAS 



COMMITTEE ON EDUCATION 
AND THE WORKFORCE 

U.S. HOUSE OF REPRESENTATIVES 

2181 RAYBURN HOUSE OFFICE BUILDING 

WASHINGTON, DC 20515-6100 


February 1 , 2002 


MINORITY MEMBERS: 
GEORGE MILLER. CALIFORNIA. Senior 


DALE E. XILDEE, MICHIGAN 
MAJOR R. OWENS, NEW YORK 
DONALD M. PAYNE, NEW JERSEY 
PATSY T. MINK. HAWAII 
ROBERT E. ANDREWS, NEW JERSEY 
TIM ROEMER. INDIANA 
ROBERT C. 'BOBBY' SCOTT. VIRGINIA 
LYNN C. WOOLSEY, CAUFORNIA 
LYNN N. RIVERS, MICHIGAN 
RUBEN HINOJOSA TEXAS 
Carolyn McCarthy, newyork 
JOHN F. TIERNEY, MASSACHUSETTS 
RON KIND, WISCONSIN 
LORETTA SANCHEZ CALIFORNIA 
HAROLD E. FORD. Jr.. TENNESSEE 
DENNIS J. KUCINICH, OHIO 
DAVID WU, OREGON 
RUSH HOLT. NEW JERSEY 
HILDA A SOUS, CALIFORNIA 
SUSAN DAVIS, CAUFORNIA 
betiy McCollum. Minnesota 


MAJORITY-1202) 225-4627 
ITTY1- (202)225-3372 
MINORITY— (202) 22S-3725 
(TTY)— (202) 220-3)16 


Mr. Stephen F. Cooper 
Interim CEO and Chief 
Enron Corporation 
1 400 Smith Street 
Houston, Texas 77002 

Dear Mr. Cooper: 

Pursuant to the constitutional authority of the House of Representatives and the 
authority provided by Rules X and XI of the House of Representatives, the Committee on 
Education and the Workforce (herein “Committee”) is investigating matters within its 
legislative and oversight jurisdiction arising from the bankruptcy of the Enron 
corporation and the resulting effect on its pension plans. The Committee hereby requests 
the production of the following documents, records or other materials: 

1 . Please produce a complete copy of the current Enron Savings Plan and, if 
different, a complete copy of the Enron Savings Plan in effect in 2001. 

2. The Minutes of the Enron Savings Plan Administrative Committee 
Meetings in 2000 and 2001 . 

3. Any correspondence, including emails or other electronic communication, 
from Enron Corporation to Enron Savings Plan participants regarding the 
transfer in record keepers in 2001 . 

4. Enron’s request for a proposal for a new Plan record keeper in 200 i . 

5. The Protocol or any documents regarding the procedure for transferring 
the Plan record keeper in 2001 . 

6. Any documents regarding why Enron changed record keepers in 2001 . 

7. Enron’s contract with Hewitt Associates. 

Please produce any documents and/or materials responsive to this request in 
accordance with the attached “General Instructions.” Thank you in advance for your 
assistance and cooperation. The Committee requests your response by noon on 
Wednesday February 6, 2002. 



290 


In addition to the above documents, records, or other materials, the Committee 
hereby requests the production of the following documents: 

1. Please produce any and all documents, including emails or other electronic 
communication, sent to the Enron Savings Plan (the “Plan”) participants 
regarding the Plan and the administration of the Plan during 2001, excluding 
individual participant’s benefits statements. 

2. Please produce any and all documents, including emails or other electronic 
communication, sent to the Enron employees regarding Enron stock during 
the years 2000 and 2001, excluding individual employees’ stock balances. 

3. Please produce any and all documents, including internal reports, regarding 
Enron employee holdings of Enron company stock and any existing statistics 
regarding Enron employee holding of Enron stock. 

4. Please produce any and all documents, including emails or other electronic 
communication, regarding Enron’s request for a proposal for a new Plan 
record keeper in 2001 . 

5. Please produce any and all documents, including emails or other electronic 
communication, regarding the transfer in record keeper from Northern Trust 
to Hewitt Associates including documents relating to why the record keeper 
was changed and the timing of the “lockdown” or “blackout” period. 

Please produce any documents and/or materials responsive to this request in 
accordance with the attached “General Instructions.” Thank you in advance for your 
assistance and cooperation. The Committee requests your response by 5:00 p.m. on 
Wednesday February 20, 2002. Please contact Christine Roth or Jo-Marie St. Martin of 
the Committee staff at (202) 225-7101 or (202) 225-4527 if you have any questions or 
require additional information. 


Sincerely, 



JOHN30EHNER 

Chairman 


cc: 


Robert Bennett, Esq. 
Gary Slaiman, Esq. 
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GENERAL INSTRUCTIONS 


5 hi complying with this request, you are requested to produce all responsive 

documents that are in your possession, custody, or control, whether held by you or 
your past or present agents, employees, and representatives acting on your behalf. 
You are also requested to produce documents that you have a legal right to obtain, 
documents that you have a right to copy or have access to, and documents that you 
have placed in the temporary possession, custody, or control of any third party. No 
records, documents, data or information called for by this request shall be destroyed, 
modified, removed or otherwise made inaccessible to the Committee. 

2. In the event that any entity, organization or individual denoted in this request has 
been, or is also known by any other name than that herein denoted, the request shall 
be read to also include them under that alternative identification. 

3. Each document produced shall be produced in a form that renders the document 
susceptible of copying. 

4. Documents produced in response to this request shall be produced together with 
copies of file labels, dividers or identifying markers with which they were associated 
when this request was made. Also identify to which paragraph from the request such 
documents are responsive. 

5. It shall not be a basis for refusal to produce documents that any other person or entity 
also possesses non-identical or identical copies of the same document. 

6. If any of the requested information is available in machine-readable form (such as 
punch cards, paper or magnetic tapes, drums, disks, or core storage), state the form in 
which it is available and provide sufficient detail to allow the information to be 
copied to a readable format. If the information requested is stored in a computer, 
indicate whether you have an existing program that will print the records in a readable 
form. 

7. If the request cannot be complied with in full, it shall be complied with to the extent 
possible, which shall include an explanation of why full compliance is not possible. 

8. In the event that a document is withheld on the basis of privilege, provide the 
following information concerning any such document: (a) the privilege asserted; (b) 
the type of document; (c) the general subject matter; (d) the date, author and 
addressee; and (e) the relationship of the author and addressee to each other. 

9. If any document responsive to this request was, but no longer is, in your possession, 
custody, or control, identify the document (stating its date, author, subject and 
recipients) and explain the circumstances by which the document ceased to be in your 
possession, custody, or control. 
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10. If a date set forth in this request referring to a communication, meeting, or other event 
is inaccurate, but the actual date is known to you or is otherwise apparent from the 
context of the request, you should produce all documents, which would he responsive 
as if the date were correct. 

11. This request is continuing in nature. Any record, document, compilation of data or 
information, not produced because it has not been located or discovered by the return 
date shall be produced immediately upon location or discovery subsequent thereto. 

12. All documents shall be Bates stamped sequentially and produced sequentially. 

13. Two sets of documents shall be delivered, one set for the Majority Staff and one set 
for the Minority Staff. 
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APPENDIX J- SUBMITTED FOR THE RECORD, LETTER FROM 
RANKING MEMBER GEORGE MILLER, COMMITTEE ON EDUCATION 
AND THE WORKFORCE, TO STEPHEN F. COOPER, INTERIM CEO AND 
CHIEF, ENRON CORPORATION, JANUARY 31, 2002 
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MAJORITY MEMBERS: 

JOHN A. BOEHNER. OHIO. Cmairmak 

THOMAS E. PETRI. WISCONSIN. Via CHA«m 

MARGE ROUKEMA. NEW JERSEY 

CASS 8AUENGEH, NORTH CAROLINA 

PETER HOEKSTRA. MICHIGAN 

HOWARD P. 'BUCK' McKEON. CALIFORNIA 

MICHAEL H. CASTLE. DELAWARE 

SAM JOHNSON. TEXAS 

JAMES C. GREENWOOD. PENNSYLVANIA 

UNOSEYO. GRAHAM, SOUTH CAROLINA 

MARK E. SGUOETL INDIANA 

CHARLIE NORWOOD. GEORGIA 

808 SCHAFFER, COLORADO 

FRED UPTON, MICHIGAN 

VANHRUEARY. TENNESSEE 

VERNON J. EHLERS. MICHIGAN 

THOMAS G. TANCREOO. COLORADO 

ERNEST L FLETCHER. KENTUCKY 

JIM OcMINT. SOUTH CAROLINA 

JOHNNY iSAKSON. GEORGIA 

806 GOOOLATTE. VIRGINIA 

JUDY BIGGERT. ILLINOIS 

TODD RUSSELL PLATTS. PENNSYLVANIA 

PATRICK J. T18ERL OHIO 

WC KELLER. FLOWOA 

TOM OSBORNE. NEBRASKA 

JOHN ABNEY CULBERSON. TEXAS 



COMMITTEE ON EDUCATION 
AND THE WORKFORCE 

U.S. HOUSE OF REPRESENTATIVES 

2181 RAYBURN HOUSE OFFICE BUILDING 

WASHINGTON, DC 20515-6100 


January 3 1 , 2002 


MINORITY MEMBERS: 
GEORGE MILLER. CALIFORNIA 


OALE 6. KILOEE. MICHIGAN 
MAJOR R. OWENS. NEW YORK 
OONALD M. PAYNE, NEW JERSEY 
PATSY T. MINK. HAWAII 
ROBERT E. ANDREWS, NEW JERSEY 
TIM ROEMER. INDIANA 

LYNN C. WOOLSEY, CALIFORNIA 
LYNN N. RIVERS, MICHIGAN 
RUBIrM HINOJOSA, TEXAS 
Carolyn McCarthy, new York 
JOHN F. TIERNEY. MASSACHUSETTS 
RON KINO. WISCONSIN 
LORETTA SANCHEZ. CALIFORNIA 
HAROLD E. FORD. Jr_ TENNESSEE 
DENNIS J. KUCINICH, OHIO 
DAVID WU. OREGON 
RUSH HOLT. NEW JERSEY 
HILDA A SOUS. CALIFORNIA 

betty McCollum, Minnesota 


MAJORITY —(2021 22S-4S2? 
MINORITY -(2021 22S-37ZS 


Mr. Stephen F. Cooper 
Interim CEO and Chief 
Enron Corporation 
1400 Smith St. 

Houston, TX 77002 

Dear Mr. Cooper: 

The House Education and Workforce Committee is holding hearings on February 6 and 7 
regarding the financial failure of the Enron Corporation, with a special focus on Enron’s 
pension and savings plans. I would very much appreciate receiving a copy of all of 
Enron correspondence (including correspondence sent through Enron's agents) to 
employees (including e-mails) directly or indirectly related to Enron’s pension and 
savings plans for all of 2001 and January of 2002. Please exclude correspondence that 
related to an individual’s personal plan or savings account. 

I would appreciate your sending this information to me prior to our hearing in care of 
John Lawrence, Democratic Staff Director, 2101 Rayburn House Office Building, 
Washington D.C, 20515 (202.225.3725). 



Copy hand delivered to Chairman Boehner: 


BAN 3 1 2002 

3:38 P.M. 
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APPENDIX K- SUBMITTED FOR THE RECORD, MEMORANDUM FROM 
SHERRON WATKINS TO MR. LAY 
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-Dear Mr Lay, 

Has Enron become 2 risky place to work? For those of us who didn't get nch over the last f* a 
years, can we afford to stay? 

Skilling's abrupt departure will raise suspicions of accounting improprieties and valuation issues 
Enron has been very aggressive in us accounung - most noiabiy the Raptor transactions and the 
Condor vehicle- We do have valuation issues with our international assets and possibly some of 
our EES MTM positions. 


The spotlight will be on us, the market jus: can't accept that Skilling is leaving his dream job, I 
think that the valuation issues can be fiaed and repotted with other goodwill wp te-downs to occur 
in 2002, How do we fix the Raptor and Condor deals? They unwind in 2002 and 2003, we will 
have to pony up Enron stock and that won't go unnoticed. 

To the layman on the street, it will look like ive recognized funds flow of S800 mm from merchant 
asset sales in 1999 by selling to a vehicle (Condor) dial we capitalized with a promise of Enron 
stock in later years. £s that really funds flow or is it cash f.oin equity issuance? 

We have recognized over $550 million of fair value gains on stocks via our swaps with Raptor, 
much of that stock has declined significantly - Avici by 98%, from S178 mm to 55 mm. The New 
Power Co by 70%, from $20/sharc to 55/share. The value in the swaps won't be there for Raptor, 
so once again Enron will issue slock to offset these losses. Raptor is an UM entity, it sure looks 
to the layman on the street that we are hiding losses in a related company and will compensate that 
company with Enron stock in the future. 

f am incredibly nervous that we will implode in a wave of accounting scandals. My 8 yeare of 
Enron work history will be worth nothing on my resume, the business world will consider the past 
successes as nothing but an elaborate accounting hoax. Skilling is resigning now for ‘personal 
reasons' but 1 think he wasn’t having fun, looked down the road and knew this stuff was unftxable 
and would rather abandon ship now than resign in shame in 2 years. 

Is there a way our accounting guns’s can unwind these deals now? I have thought and thought 
about how to do this, but 1 keep bumping into one big problem - we booked the Condor and 
Raptor deals in 1999 and 2000. we enjoyed a wonderfully high stock pnee, many executives sold 
stock, we then try and reverse or fix the deals in 2001 and it’s a bit like robbing the bank in one 
year and trying to pay back it back 2 years later. Nice try. but investors were hurt, they bought at 
570 and S&Ofsharc looking for 5120/share and now they’re at 538 ot worse. We arc under loo 
much scrutiny and there arc probably one or two disgruntled ’redeployed' employees who know 
enough about the ’funny’ accounting to get us in trouble. 


What do wc do? I know this question cannot be addressed in the all employee meeting, but can 
you give some assurances that you and Causey will sit down and take a good hard objective look 
ai what is going to happen to Condor and Raptor m 2002 and 2003? 
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Summary of alleged issues; 


Raptor 

Entity was capitalized with UM equity. That equity ts at risk: however, the investment was 
completely offset by i cash fee paid to UM If the Raptor entities go bankrupt UM is not 
affected, there is no commitment to contribute more equity. 

The majority of the capitalization of the Raptor entities is some form of Enron N7P, restricted 
stock and stock rights. 

Enron entered into several equity derivative transactions with the Raptor entities locking in our 
values for various equity investments we hold! 

AS disclosed, in 2000, we recognized $500 million of revenue from the equity derivatives offset 
by market value changes in the underlying securities. 

This year, with the value of our stock declining, the underlying capitalization of the Raptor entities 
is declining and Credit is pushing for reserves against our MTM positions. 

To avoid such a write»down or reserve in Q1 2001, we 'enhanced' the capital structure of the 
Raptor vehicles, committing more ENE shares. 

My understanding of the Q3 problem is that we must ‘enhance' the vehicles by $250 million. 

1 realize that we have had a lot of smart people looking at this and a lot of accountants including 
AA&Co. have blessed the accounting treatment. None of that will protect Enron if these 
transactions arc ever disclosed in the bright light of day. (Please review the late 9Q's problems of 
Waste Management - where AA paid S 130+ mm in litigation re: questionable accounting 
practices). 

The overriding basic principle of accounting is that if you explain the ‘accounting treatment* 
to a man on the street, would you influence his Investing decisions? Would he sell or buy the 
stock based on a thorough understanding of the facts? If so, you best present it correctly 
and/or change the accounting. 

My concern is that the footnotes don’t adequately explain the transactions. If adequately 
explained, the investor would know that the “Entities’* described in our related party footnote arc 
thinly capitalized, the equity holders have no skin in the game, and all the value in the entities 
comes from the underlying value of the derivatives (unfortunately in this case, a big loss) AND 
Enron stock and N/P. Looking at the stock we swapped. 1 also don't believe any other company 
would have entered into the equity derivative transactions with us at the same prices or without 
substantial premiums from Enron. In other words, the $500 million in revenue in 2000 would 
have been much lower. How much lower? 
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Raptor looks to be a big bet, if the underlying stocks did well, then no one would be the w tser. If 
Enron stock did well, the stock issuance to these entities would dechne and the transactions would 
be less noticeable. All has gone against us. The stocks, most notably Hanover, The New Power 
Co., and Avici are underwater to great or lesser degrees 

l firmly believe that executive management of the company must have a clear and precise 
knowledge of these transactions and they must nave the transactions reviewed by objective experts 
in the fields of securities law and accounting. I believe Ken Lay deserves the right to judge for 
himself what he believes the probabilities of discovery to be and the estimated damages to the 
company from those discoveries and decide one of two courses of action: 

1 . The probability of discovery is low enough and the estimated damage too great; therefore 
wc find a way to quietly and quickly reverse, unwind, write down these 
positions/transactions. 

2. The probability of discovery is too great, the estimated damage to the company too great; 
therefore, we must quantify, develop damage containment plans and disclose. 

I firmly believe that the probability of discovery significantly increased with Skilling’s shocking 
departure. Too many people are looking for a smoking gun. 
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Summary of Raptor oddities: 


1. The accounting treatment looks questionable. 

3 . Enron booked a S5C0 mm gam from equity derivatives from a related party. 

b. That related party is thinly capitalized, w ith no party at nsk except Enron. 

c. it appears Enron has supported an income statement gain by a contribution of 
its own shares. 

One baste question: The related party entity has lost S5G0 mm in its equity 
derivative transactions with Enron. Who bears that loss? I can't find an equity or 
debt holder that bears that loss. Find out who will lose this money. Who will 
pay for this loss at the related party entity? 

If it's Enron, from our shares, then I think we do not have * fact pattern that 
would, look good to the SEC or investors. 


2. The equity derivative transactions do not appear to be at arms length. 

a. Enron hedged New Power, Hanover, and Avici with the related party at what 
now appears to be the peak of the market. New Power and Avici have fallen 
away significantly since. The related party was unable to Jay off this risk. 
This fact pattern is once again very negative forEnron. 

b. I don't think any other unrelated company would have entered into these 
transactions at these prices. What else is going on here? What was the 
compensation to the related party to induce it to enter into such transactions? 


3. There is a veil of secrecy around LJM and Raptor. Employees question our 
accounting propriety consistently and constantly. This alone is cause for concern. 

a. Jeff McMahon was highly vexed over the inherent conflicts of LTM He 
complained mightily to Jeff Skilhng and laid out 5 steps he thought should 
be taken if he was to remain as Treasurer. 3 day s later. Skilling offered 
him the CEO spot at Enron Industrial Markets and never addressed the 5 
steps with him. 

b. Cliff Baxter complained mightily to Skilling and alt who would listen 
about the inappropriateness of our transactions with LJM. 

c. I have heard one manager level employee from the principle investments 
group say "\ know it would be devastating to all of us. but I wish we 
would get caught. We're such a crooked company." The principle 
investments grouphedged a large number of their investments with 
Raptor. These people know and see a lot. Many similar comments are 
made when you ask about these deals. Employees quote our CFO as 
saying that he has a handshake deal with Skulling that UM will never lose 
money. 
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4. Can che General Counsel of Enron audit the deal trail and the money trad feetu ccn 
Enron and U M/Raptor and its pnnctpals? Can he look at UM? At Raptor? If the CFO 
says no, isn’t that a problem? 
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Condor and Raptor work: 


1. Postpone decision on filling office of the chair, if the current decision includes 
CFO and/or CAO. 

2. Involve Jim Derrick and Rex Rogers to hire a Jaw firm to investigate the 
Condor and Raptor transaction* to give Enron attorney client privilege on the 
work product. (Can't use V&E due to conflict - they provided some true sale 
opinions on some of the deals). 

3. Law firm to hire one of the big 6, but not Arthur Andersen or 
PricewaterfiouseCoopers due to their conflicts of interest: AA&Co (Enron); 
PWC (UM). 

4. Investigate the transactions, our accounting treatment and our future 
commitments to these vehicles in the form of stock. N/P, etc.. 

For instance: In Q3 we have a $250 mm problem with Raptor 3 (NPW) if we 
don’t ’enhance’ the capital structure of Raptor 3 to commit more ENE shares. 
By the way: in Ql we enhanced the Raptor 3 deal, committing more ENE 
shares to avoid a write down. 

5. Develop clean up plan: 

a. Best case: Clean up quietly if possible. 

b. Worst case: Quantify, develop PR and IR campaigns, customer assurance 
plans (don't want to go the way of Salomon's trading shop), legal actions, 
severance actions, disclosure. 


6. Personnel to quiz confidentially to determine if I’m all wet: 

a. Jeff McMahon 

b. Mark Koenig — 

c. Rick Buy 

d Greg Whatley 
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To pul the accounting treatment in perspective I offer the following: 


1. We've contributed contingent Enron equity to the Raptor entities. Since it's 
contingent, wc have the consideration given and received at zero. We do, as Causey 
points out. include the shares in our fuily diluted computations of shares outstanding if 
the current economics of the deal imply that Enron will have to issue the shares in the 
future. This impacts 2002 - 2004 EPS projections only. 

2. We lost value in several equity investments in 2000. $500 million of lost value. These 
were fair value investments, wc wrote them down. However, we also booked gains 
from our price risk management tram actions with Raptor, recording a corresponding 
PRM account receivable from the Raptor entities. That’s a $500 million related party 
transaction - it’s 20% of 2000 IB IT, 5 1% of NI pre tax, 33% of NT after tax. 

3. Credit reviews the underlying capitalization of Raptor, reviews the contingent shares 
and determines whether the Raptor entities will have enough capital to pay Enron its 
$500 million whcQ the equity derivatives expire. 

4. The Raptor entities are technically bankrupt; the value of the contingent Enron shafts 
equals or is just below the PRM account payable that Raptor owes Enron. Raptor's 
inception to date income statement is a S500 million loss. 

5. Where arc the equity and debt investors that lost out? UM is whole on a cash on cash 
basis. Where did the $500 million in value come from? It came from Enron shares; 
Why haven't we booked the transaction as $500 million in a promise of shares to the 
Raptor entity and $500 million of value in our “Economic Interests’* in these entities? 
Then we would have a write down of our value in the Raptor entities. Wc have not 
booked the latter, because wc do not have to yeL Technically, we can wait and face the 
music in 2002 - 2004, 

6. The related party footnote tries to explain these transactions. Don’t you think that 
several interested companies, be they stock analysts, journalists, hedge fund managers, 
etc., are busy trying to discover the reason Skilling left? Don't you think their smartest 
people are pouring over that footnote disclosure right now? I can just hear the 
discussions - "It looks like they booked i $500 million gain from this related party 
company and I think, from all the undecipherable Vi page on Enron’s contingent 
contributions to this related party entity, I think the related party entity is capitalized 

with Enron stock.” "No, no, no, you must have it all wrong, it can’t be that, 

that’s just too bad, too fraudulent, surely AA&Co wouldn’t let them get away with 

that?” "Go back to the drawing board, it’s got to be something else. But find 

it?” "Hey, just in case you might be right, try and find some insiders or 

’redeployed’ former employees to validate your theory.” 
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APPENDIX L- SUBMITTED FOR THE RECORD, ENRON CORP. CASH 
BALANCE PLAN, ENRON CORP. SAVINGS PLAN, ENRON CORP. 
EMPLOYEE STOCK OWNERSHIP PLAN, MAY 3, 2001 
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Enron Coip. Cash Balance Plan 
Enron Corp. Savings Plan 
Enron Corp. Employee Stock Ownership Plan 
May 3, 2001 


Minutes of the meeting of the Administrative Committee held in EB337L 


Members Present 
Paula H. Riecker 
Sheila Knudsen 
James S. Prentice, Chairman 


Others Present 
Cynthia Barrow, Secretary 
Mikie Rath 
Jim Newgard 


Members Not Present 
Rod Hayslett 
)/' Cindy Olson 

Mr, Prentice, Chairman, called the meeting to order at 3:15 p.m. The Agenda (Attachment I) is made a part of 
these minutes. Related materials were delivered to the committee members prior to the meeting. 

The minutes from the meeting held on February 8, 2001 were approved as written by vote of the Committee. 
(Attachment II) 

The Chairman recognized Mikie Rath who reviewed the reasons for and status of the Enron Corp Savings Plan 
recordkeeper and trustee vendor search (Attachment III). During the discussion Ms. Rath presented the 
decision for the move to Hewitt Associates as Recordkeeper and Wilmington Trust as trustee. Ms. Rath also 
recommended that the Committee approve the elimination of the EOGR Stock Fund and the switch from 
Vanguard Lifestrategy Funds to Fidelity Freedom Funds. The Committee requested that Ms. Rath work with Jim 
Newgard to determine whether the Fidelity Funds are a comparable class and optimal fee structure. These items 
will be brought back to the Committee during the August 15 th meeting for Committee vote. 

The Chairman then recognized Jim Newgard who informed the Committee that Callan Associates would identify 
and narrow the selection for Large Cap Fund Managers. Jim reviewed his detailed update of the search which is 
outlined in his April 30, 2001 report (Attachment IV). The meeting was scheduled for June 25 th for the 
manager presentations and Committee Vote. During these discussions, Ms. Riecker ask for the review to include 
a discussion regarding the approach for performance reviews when a fund of fund manager is utilized. 

Mr. Newgard then presented the financial results of the first quarter of year 2001. Mr. Newgard highlighted the 
results of the investment manager performance as follows (Attachment V) 

US Stocks continued to lose ground in the first quarter. Bonds enjoyed their fifth positive quarter against 
a favorable backdrop of falling interest rates. 

Enron’s Cash Balance Plan earned quarterly and 1-year returns of-7.45% and -12.15% respectively. 

Both results are trailing the plan’s benchmark. 

At the end of the year, the plan held assets totaling $230 million. 


£C 000001561 
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Enron Corp, Cash Balance Plan 
Enron Coip. Savings Plan 
Enron Corp. Employee Stock Ownership Plan 
August 15, 2001 


Minutes of the meeting of the Administrative Committee held in EB49C3. 


Members Present 

Rod Hayslett 

Sheila Knudsen 

James S. Prentice, Chairman 

Tod Lindholm (by phone) 


Others Present 
Cynthia Barrow, Secretary 
Mikie Rath 
Jim Newgard 


A 


embers Not Present 
Cindy Olson 
Paula H. Rieker 


Mr. Prentice, Chairman, called the meeting to order at 3:15 p.m. The Agenda (Attachment I) is made a part of 
these minutes. Related materials were delivered to die committee members prior to the meeting. 

The minutes from the meeting held on May 3 rd and June 25 th , 2001 were approved as written by vote of the 
Committee. (Attachment II) 

The Chairman recognized Mikie Rath who brought back for vote the removal of the EOG Stock Fund 
(Attachment III) from the Enron Corp. Savings Plan Investment Portfolio. Ms. Rath reminded the Committee of 
the previous discussion during the May 3 rd meeting. After a brief discussion regarding number of participants, 
Sheila Knudsen motioned in favor of removing the EOG fund and Rod Hayslett seconded the motion. The 
remaining Committee members voted unanimously in support of the motion. 

Ms. Rath proceeded to revisit with the Committee the request to replace the Vanguard Life Strategy Funds with 
Fidelity Freedom Funds. Jim Newgard spoke to the Committee’s questions regarding fees and rebate from these 
funds as compared to the Vanguard Funds. Mikie Rath provided answers to the Committee regarding the 
participation levels of the Life Strategy Funds as well as the process of providing all rebates to all participants of 
the plan. Rod Hayslett motioned to approve the request to replace the Vanguard Life Strategy Funds with 
Fidelity Freedom Funds and Sheila Knudsen seconded the motion. The remaining Committee members voted 
unanimously in support of the motion. 

Mikie Rath then informed the Committee of the plans to move the Enron Corp. Employee Stock Ownership Plan 
to a daily transaction versus monthly transaction basis. Ms. Rath let the Committee know that a letter advising all 
participants of this improved service level will be forthcoming. 


EC 000001783 
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Enron Corp. Cash Balance Plan 
Enron Corp. Savings Plan 
Enron Corp. Employee Stock Ownership Plan 
September 18, 2001 


Minutes to the Meeting of the Administrative Committee held in EB49C1. 


Members Present 
Jim Prentice, Chairman 
Sheila Knudsen 
Rod Hayslett 
Tod Lindholm 
Paula Rjeker 


Others Present 
Paul Sailor (PWC) 

David Brown (PWC) 
Norman Parrish (Hewitt) 
Jim Newgard 
Chris Rahaim 
Mikie Rath 

Cynthia Barrow, Secretary 


/ Members Not Present 
Cindy Olson 

Purpose: Special Administrative Committee Meeting to present Price WaterhouseCooper’s 
proposal to Committee. 


Mr. Prentice, Chairman, called the meeting to order at 3:15 p.m. 

Cynthia Barrow introduced Norman Parrish of Hewitt, Paul Sailor and David Brown of 
Price Waterhouse and gave an overview of the steps taken thus far as well as a high level review 
of the timeline of the remaining approval processes. It was explained to the Committee that the 
decision regarding the new plan was not a Committee responsibility. The purpose of the meeting 
was to inform the Committee of the impact of the plan on their investment management 
responsibility, should it be approved. 

The floor was then turned over to David Brown who provided the Committee with an overview of 
the plan design and highlighted all of the various areas of Enron that had been involved in the 
design, modeling and assumption creation process. David then turned the meeting over to Paul 
Sailor who went through the details of the plan design features and explained the benefits of the 
plan to the employees and the company, as well as a discussion on the investment impact to the 
plan’s success. 

Upon completion of the discussion, the meeting was adjourned at 4:30 p.m. 


Respectfully submitted. 


Cynthia Barrow 
Committee Secretary 


EC 000001856 
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Enron Corp. Cash Balance Plan 
Enron Corp, Savings Plan 
Enron Corp. Employee Stock Ownership Plan 
November 13, 2001 


Minutes of the meeting of the Administrative Committee held in EB 49C3 


Members Present 

Tod Lindholm (by phone) 

Sheila Knudsen 

James S. Prentice, Chairman 

Rod Hayslett 


Others Present 

Cynthia Barrow, Secretary 

Mikie Rath 

Jim Newgard 

Sharon Butcher 

Pat Mackin (by phone) 

Hewitt Associates (by phone) 
Cathy Graham 
Scott Letendre 
Norman Parrish 


vis 


Members Not Present 
'indy Olson 


Courtney & Associates 
Cal Courtney 


Mr. Prentice, Chairman, called the meeting to order at 2:35 p.m. The Agenda (Attachment I) is made a part of 
these minutes. 

Mr. Prentice recognized Mikie Rath who gave an update to the Committee on the status of the Hewitt transition 
process. Ms. Rath, reported, that the Savings Plan was live as of 8:00 am November 13, 2001, 5 days ahead of 
schedule. Ms. Rath informed the committee that the Transition Update website and phone line reflected the live 
date. Ms. Rath reminded the Committee that these were created for the purpose of getting immediate notification 
to all participants as soon as the Savings Plan Transition was complete. It was reported that the plan website 
experienced 200 - 250 hits prior to today’s meeting and that the plan had not seen large movements in accounts. 
Mr. Prentice asked that another e-mail be sent to employees to remind them that the Transition Period had been 
completed. Hewitt was then dismissed from the meeting. 

The Chairman then recognized Jim Newgard who provided an update on his search for an investment advisor to 
the Committee. Jim reported that Morgan Stanley was the leading candidate and that he was in the final stages of 
negotiations, which included the finalization of the advisor’s compensation. Mr. Newgard indicated that he 
would have the selection process finalized by Friday, November 16, 2001. 

The Chairman then recognized Sharon Butcher who reported the number of total suits against Enron. Ms. 

Butcher confirmed that suits do exist that are on behalf of all shareholders of Enron Stock. It was agreed that no 
action is required of the Administrative Committee at this time. Mikie Rath, advised the Committee that as of 
today no notifications of any class actions have been provided to the Trustee. At the prior request of the 
Committee, Sharon Butcher confirmed that a Form S8 has been filed and that no new filing would be required 
should the Committee determine that an asset disposition, of Enron Stock held in the plan, be made. 


EC 000001863 
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APPENDIX M- SUBMITTED FOR THE RECORD, STATEMENT OF 
CONGRESSWOMAN HILDA SOLIS, COMMITTEE ON EDUCATION AND 
THE WORKFORCE 
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HILDA L. SOLIS 

31 ST District, California 
website: www.house.gov/solis 
COMMITTEES: 

□ EDUCATION AND THE WORKFORCE 

SUBCOMMITTEES: 

; EDUCATION REFORM 

WORKFORCE PROTECTIONS 

□ RESOURCES 

SUBCOMMITTEES: 

WATER AND POWER 
NATIONAL PARKS. RECREATION, AND 
PUBLIC LANDS 


□ 1641 Longworth House Office Building 
Washington, DC 20515 
(2021 225-5464 
Fax: (202) 225-5467 


dmtgreaa nf the Unite State 

Sinus e of ixrpresenlaiiuL'S 


Masljmgtmi, 2D515-0531 




4401 Santa Anita Avenue 
Suite 211 

El Monte, CA 91731 
(626) 448-1271 
FAX: (626) 448-8062 


4716 Cesar Chavez Avenue 
Building A 

East Los Angeles, CA 90022 
1323) 307-9904 
FAX: (323) 307-9906 


Statement of Congresswoman Hilda L. Solis 
House Education and Workforce Committee Hearing on 
The Enron Collapse and Its Implication for Worker Retirement Security 
February 7, 2002 


Good morning to all our witnesses and thank you all for testifying today. Thank you also to 
Chairman Boehner and Ranking Member Miller for holding this hearing on pension reform, 
which is so important in the wake of the collapse of Enron. 

Mr. Padgett, I can only imagine what you and your family are going through. You and thousands 
of employees that invested in Enron are now faced with rebuilding your financial lives. I thank 
you for coming here to share your story and hope that what you have to say can help other 
workers in the future. 

It must be disheartening to know that the executives that ran this company, the people you put 
your faith in, were able to cash in and make enormous profits. I wonder what the Enron 
executives would offer to you, the typical worker who lost their life’s savings, when they 
apparently had the insight to sell millions of dollars worth of stock prior to November 2001 . 
What lessons can we learn about pension reform when you just can’t legislate integrity? 

This breakdown in accountability and trust has rippled far beyond the employees of Enron and 
their subsidiaries. The people of California have suffered as well, thought not as directly as Mr. 
Padgett. First the energy companies, including Enron, made enormous profits by charging 
Californians exorbitant prices for energy. Now we learn that not only were the employees of 
Enron duped into buying and holding stocks in a company that was on the verge of financial 
collapse, six of California’s largest public pension funds lost almost a quarter of a billion dollars 
when Enron’s stocks crashed. 

I am eager to hear the testimony </f our witnesses. Thank you. 


PRINTED ON RECYCLED PAPER 
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